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$QGHUVRQ *UDGXDWH 6FKRRO RI 0DQDJHPHQW
8QLYHUVLW\ RI &DOLIRUQLD/ /RV $QJHOHV
PNDKO#DQGHUVRQ1XFOD1HGX
7KLV YHUVLRQ= 0D\ 8/ 4<<<
$EVWUDFW
:H GHWHUPLQH ILUPV¶ HTXLW\ RZQHUVKLS VWUXFWXUHV DQG SURYLGH D WKHRU\ RI KRVWLOH WDNHRYHUV E\
GLVWLQJXLVKLQJ WKH UROHV RI WZR W\SHV RI EORFNKROGHUV= ULFK LQYHVWRUV DQG LQVWLWXWLRQDO LQYHVWRUV1 :H
DOVR GLVWLQJXLVK WKH UROHV RI WZR W\SHV RI VWRFN PDUNHWV= WKH EORFN PDUNHW DQG WKH PDUNHW ZLWK VPDOO
LQYHVWRUV1 5LFK LQYHVWRUV KDYH WKHLU RZQ PRQH\ DW VWDNH ZKLOH LQVWLWXWLRQDO LQYHVWRUV DUH UXQ E\
SURIHVVLRQDO PDQDJHUV DQG KHQFH IDFH DJHQF\ FRQIOLFWV1 %HFDXVH ULFK LQYHVWRUV IDFH QR DJHQF\
SUREOHPV WKH\ DUH EHWWHU DW PRQLWRULQJ PDQDJHUV1 ,I WKHLU ZHDOWK LV LQVXIILFLHQW WR FRQWURO DOO
FRUSRUDWLRQV/ WKHQ ‡DJHQF\0FRVW IUHH· FDSLWDO LV VFDUFH1 :H LQYHVWLJDWH WKH DOORFDWLRQ RI WKLV VFDUFH
UHVRXUFH1 $ KRVWLOH WDNHRYHU LV WKH FRQVHTXHQFH RI D VWDWH0FRQWLQJHQW DOORFDWLRQ RI DJHQF\0FRVW IUHH
FDSLWDO1 :H VKRZ WKDW RQO\ ULFK LQYHVWRUV HQJDJH LQ KRVWLOH WDNHRYHUV1 ,QVWLWXWLRQDO LQYHVWRUV
LQVWHDG DUH HLWKHU SHUPDQHQW EORFNKROGLQJ PRQLWRUV RU IDFLOLWDWH WDNHRYHUV E\ VHOOLQJ EORFNV WR ULFK
LQYHVWRUV1 (YHQ WKRXJK DOO ILUPV DUH H[ DQWH LGHQWLFDO/ VRPH PD\ UHO\ RQ WKH WDNHRYHU PHFKDQLVP
ZKLOH RWKHUV UHO\ RQ SHUPDQHQW LQVWLWXWLRQDO PRQLWRULQJ1 :H FKDUDFWHUL]H WKH RZQHUVKLS VWUXFWXUH
RI ILUPV VKRZLQJ/ LQ SDUWLFXODU/ WKDW +H[ DQWH, LGHQWLFDO ILUPV FDQ KDYH GLIIHUHQW RZQHUVKLS
VWUXFWXUHV1 6RPH FDQ KDYH LQLWLDOO\ GLVSHUVHG RZQHUVKLS ZKLOH RWKHUV KDYH DQ LQVWLWXWLRQDO
EORFNKROGHU1
- 7KH SUHYLRXV YHUVLRQ RI WKH SDSHU ZDV HQWLWOHG ‡5LFK ,QYHVWRUV/ ,QVWLWXWLRQDO ,QYHVWRUV/ DQG ’\QDPLF
&RUSRUDWH &RQWURO·1 :H DUH JUDWHIXO WR %UXFH *UHHQZDOG/ /XW] +HQGULFNV/ &OLII +ROGHUQHVV/ *HRUJH
0DLODWK/ 6WHSKHQ 0RUULV/ 3HWHU 1RUPDQ/ :DOWHU 1RYDHV/ 6DP 2UH]/ 0DVDNR 8HGD/ 619LVZDQDWKDQ/ $QGUHZ
:LQWRQ/ PHPEHUV RI WKH :KDUWRQ &RUSRUDWH )LQDQFH ’LVFXVVLRQ *URXS/ DQG SDUWLFLSDQWV LQ VHPLQDUV DW
$UL]RQD 6WDWH/ %RVWRQ &ROOHJH/ &ROXPELD/ 0F*LOO/ WKH 1HZ <RUN )HGHUDO 5HVHUYH %DQN/ 1RUWKZHVWHUQ/ DQG
8WDK IRU KHOSIXO GLVFXVVLRQV DQG FRPPHQWV1 $OO UHPDLQLQJ HUURUV DQG VKRUWFRPLQJV DUH VROHO\ RXU
UHVSRQVLELOLW\14
,1 ,QWURGXFWLRQ
,Q WKLV SDSHU ZH DGGUHVV VHYHUDO LPSRUWDQW LVVXHV LQ FRUSRUDWH JRYHUQDQFH1 :KDW LV
WKH GLIIHUHQFH EHWZHHQ WKH FRUSRUDWH JRYHUQDQFH UROHV RI LQVWLWXWLRQDO LQYHVWRUV DQG ULFK
LQGLYLGXDOV" :K\ DUH WDNHRYHUV VXFK DQ LPSRUWDQW SDUW RI WKH PRQLWRULQJ UHJLPH LQ VRPH
FDSLWDOLVW HFRQRPLHV +LQ SDUWLFXODU/ WKH 8161 DQG 81.1, HYHQ WKRXJK WKH\ DUH DVVRFLDWHG
ZLWK ZHOO0NQRZQ LQHIILFLHQFLHV +VXFK DV WKH IUHH0ULGHU SUREOHP," ’RHV LQVWLWXWLRQDO
PRQLWRULQJ PDNH WKH WDNHRYHU PDUNHW VXSHUIOXRXV" 2U LV WKH WDNHRYHU PHFKDQLVP VXSHULRU
WR SHUPDQHQW LQVWLWXWLRQDO EORFNKROGLQJ" +RZ FDQ WKHVH WZR SULQFLSDO PRQLWRULQJ
PHFKDQLVPV FRH[LVW LQ VRPH FRXQWULHV/ VXFK DV WKH 8161 DQG 81.1" ,I EORFNKROGHUV DUH VR
LPSRUWDQW IRU PRQLWRULQJ/ ZK\ GR PDQ\ ILUPV KDYH QR ODUJH EORFNKROGHU" :K\ GR ILUPV
ZLWK FRQFHQWUDWHG DQG GLVSHUVHG RZQHUVKLS FRH[LVW" $QG ZKDW LV WKH UROH RI WKH PDUNHW LQ
EORFNV RI VKDUHV" :H DGGUHVV WKHVH TXHVWLRQV E\ LQYHVWLJDWLQJ WKH LPSOLFDWLRQV RI WKH
DJHQF\ SUREOHP DW WKH URRW RI FRUSRUDWH JRYHUQDQFH1
,Q JRYHUQLQJ FRUSRUDWLRQV VRPH LQYHVWRUV KDYH VXIILFLHQWO\ ODUJH EORFNV RI VWRFN
WKDW DJHQF\ SUREOHPV DVVRFLDWHG ZLWK GLVSHUVHG RZQHUVKLS RI WKH FRUSRUDWLRQ DUH
DOOHYLDWHG1 %XW EORFNKROGHUV WKHPVHOYHV PD\ IDFH DJHQF\ SUREOHPV1 )RU H[DPSOH/
LQVWLWXWLRQDO LQYHVWRUV DUH UXQ E\ SURIHVVLRQDO PDQDJHUV ZKR PD\ QRW PDNH YDOXH0
PD[LPL]LQJ GHFLVLRQV1 $ ULFK LQYHVWRU/ KRZHYHU/ KDV HQRXJK FDSLWDO WR WDNH D FRQWUROOLQJ
SRVLWLRQ ZLWKRXW IDFLQJ DQ DJHQF\ SUREOHP KLPVHOI LQ FRQWUROOLQJ WKH FRUSRUDWLRQ1 ,I WKHVH
ULFK LQYHVWRUV GR QRW KDYH HQRXJK VXFK ‡DJHQF\ FRVW0IUHH· FDSLWDO WR FRQWURO DOO
FRUSRUDWLRQV/ WKHQ DJHQF\ FRVW0IUHH FDSLWDO LV D VFDUFH UHVRXUFH1 ,Q WKLV SDSHU/ ZH DVN KRZ
VFDUFH DJHQF\ FRVW0IUHH FDSLWDO LV DOORFDWHG1 $QVZHULQJ WKLV TXHVWLRQ H[SODLQV KRZ WKH
RZQHUVKLS VWUXFWXUH RI FRUSRUDWH DVVHWV LV GHWHUPLQHG DQG SURYLGHV D WKHRU\ RI KRVWLOH
WDNHRYHUV1 $ KRVWLOH WDNHRYHU LV WKH FRQVHTXHQFH RI D VWDWH0FRQWLQJHQW DOORFDWLRQ RI DJHQF\
FRVW0IUHH FDSLWDO/ DV GLVWLQFW IURP D EX\0DQG0KROG DOORFDWLRQ1 7KH DQDO\VLV GLVWLQJXLVKHV WKH
GLIIHUHQW UROHV RI ULFK LQYHVWRUV DQG LQVWLWXWLRQDO LQYHVWRUV/ VKRZV WKDW FRQFHQWUDWHG
RZQHUVKLS DQG GLVSHUVHG RZQHUVKLS FDQ FRH[LVW +ZLWK LGHQWLFDO ILUPV,/ HPSKDVL]HV WKH
LPSRUWDQFH RI EORFN WUDGHV/ DQG H[SODLQV KRZ GLIIHUHQW FDSLWDOLVW HFRQRPLHV FDQ KDYH
GLIIHUHQW HTXLW\ RZQHUVKLS VWUXFWXUHV DQG GLIIHUHQW W\SHV RI FRUSRUDWH FRQWURO PDUNHWV1
7KH QRWLRQ RI VFDUFH ‡DJHQF\ FRVW0IUHH· FDSLWDO ZKLFK ZH SXUVXH LQ WKLV SDSHU LV
LPSOLFLW LQ %HUOH DQG 0HDQV +4<65, ZKR SURYLGH WKH FHQWUDO SDUDGLJP RI FRUSRUDWH ILQDQFH15
7KH\ REVHUYH WKDW WKH VFDOH RI PRGHUQ WHFKQRORJ\ PDNHV FRUSRUDWLRQV VR ODUJH WKDW WKH\
FDQQRW DOO EH RZQHG/ DQG KHQFH FRQWUROOHG/ E\ VLQJOH IDPLOLHV RU ULFK LQGLYLGXDOV1
4
&RQVHTXHQWO\/ WKH\ DUJXH/ EHFDXVH WKH ZHDOWK RI ULFK LQGLYLGXDOV RU ZHDOWK\ IDPLOLHV LV
VFDUFH/ WKH RZQHUVKLS RI FRUSRUDWH DVVHWV LV GLVSHUVHG DQG WKLV HPSRZHUV PDQDJHUV WR DFW
LQ WKHLU RZQ LQWHUHVWV UDWKHU WKDQ LQ WKH LQWHUHVWV RI VKDUHKROGHUV1 $ GLIILFXOW\ ZLWK WKLV
DUJXPHQW LV WKDW WKH RZQHUVKLS VWUXFWXUH RI ILUPV LV HQGRJHQRXV +VHH ’HPVHW] +4<;6,,1
5
/DUJH EORFN VKDUHKROGHUV PD\ DOOHYLDWH VRPH RI WKH SUREOHPV FDXVHG E\ WKH VHSDUDWLRQ RI
RZQHUVKLS DQG FRQWURO1
6 (YHQ ZLWKRXW D ODUJH VKDUHKROGHU SUHVHQW/ PDQDJHUV PD\ EH
GLVFLSOLQHG E\ WKH WKUHDW RI GLVFLSOLQDU\ WDNHRYHUV +VHH -HQVHQ DQG 5XEDFN +4<;6,,1
7KHVH REVHUYDWLRQV GR QRW SURYLGH D FRKHUHQW H[SODQDWLRQ IRU WKH RZQHUVKLS
VWUXFWXUHV RI SXEOLF FRUSRUDWLRQV1 ,I EORFNKROGHUV FDQ RYHUFRPH WKH SUREOHP RI WKH
VHSDUDWLRQ RI RZQHUVKLS DQG FRQWURO/ WKHQ EORFNKROGHUV VKRXOG DOZD\V EH SUHVHQW1 7KLV LV
SRVVLEOH LI VPDOO LQYHVWRUV FDQ EDQG WRJHWKHU WR IRUP ‡LQVWLWXWLRQDO LQYHVWRUV· RU ‡ILQDQFLDO
LQWHUPHGLDULHV1· ,QGHHG/ VRPH KDYH DUJXHG WKDW LQVWLWXWLRQDO LQYHVWRUV VKRXOG SOD\ WKLV UROH
+H1J1/ %ODFN +4<<5D/E,/ &RIIHH +4<<4,/ DQG %ODFN DQG &RIIHH +4<<7,,1 %XW/ WKHLU
HIIHFWLYHQHVV LV RIWHQ TXHVWLRQHG1 +RVWLOH WDNHRYHUV PLJKW EH HIIHFWLYH LQ WKH DEVHQFH RI
SHUYDVLYH SHUPDQHQW EORFNKROGHUV1 %XW/ KRVWLOH WDNHRYHUV DUH DOVR SX]]OLQJ1 )LUVW/ WKH\
RQO\ VHHP WR RFFXU LQ VRPH FDSLWDOLVW HFRQRPLHV1 6HFRQG/ KRVWLOH WDNHRYHUV DUH LQHIILFLHQW
GXH WR WKH IUHH0ULGHU SUREOHP1 )LUPV WKDW UHO\ RQ WKH WDNHRYHU PDUNHW IRU PRQLWRULQJ DUH
UHVWUXFWXUHG RQO\ ZKHQ WKH EHQHILWV RI UHVWUXFWXULQJ DUH ODUJH HQRXJK WR FRPSHQVDWH WKH
UDLGHU IRU VKDULQJ WKH VXUSOXV JHQHUDWHG E\ KLV PRQLWRULQJ DFWLYLW\ ZLWK WKH UHPDLQLQJ/
SDVVLYH/ LQYHVWRUV1 +HQFH/ LW VHHPV WKDW UHO\LQJ RQ SHUPDQHQW LQVWLWXWLRQDO EORFNKROGHUV LV
PRUH HIILFLHQW1
2XU DQDO\VLV SURFHHGV E\ UHWXUQLQJ WR WKH FHQWUDO DVVXPSWLRQ RI WKH %HUOH DQG
0HDQV K\SRWKHVLV/ WKDW WKH ZHDOWK RI ULFK LQGLYLGXDOV LV VFDUFH1 :H IRFXV RQ WKH LGHQWLW\ RI
EORFNKROGHUV/ DUJXLQJ WKDW LQVWLWXWLRQV DUH GLIIHUHQW IURP ULFK LQYHVWRUV ZLWK DJHQF\ FRVW0
4 /D 3RUWD/ /RSH]0GH06LODQHV/ DQG 6KOHLIHU +4<<<, KDYH UHFHQWO\ TXHVWLRQHG WKLV SDUDGLJP/ SRLQWLQJ RXW WKDW
LQ PDQ\ FRXQWULHV WKH VWDWH DQG ODUJH IDPLOLHV RZQ PDQ\ ODUJH ILUPV1
5 ,QGHHG/ ’HPVHW] DQG /HKQ +4<;8, ILQG VRPH HYLGHQFH WKDW EORFN VKDUHKROGHUV DUH PRUH SUHYDOHQW LQ ILUPV
ZKHUH WKHUH LV UHDVRQ WR EHOLHYH WKDW DJHQF\ SUREOHPV DUH PRUH SURQRXQFHG1
6 6HH %HUOH DQG 0HDQV +4<65,/ ’HPVHW] DQG /HKQ +4<;8,/ 6KOHLIHU DQG 9LVKQ\ +4<;9,/ .DKQ DQG :LQWRQ
+4<<9, DQG 0DXJ +4<<9,/ DPRQJ RWKHUV16
IUHH FDSLWDO1
7 ,Q RXU DQDO\VLV/ ULFK LQYHVWRUV ZLWK OLPLWHG ZHDOWK IDFH QR DJHQF\ SUREOHPV
LQ WKH GHSOR\PHQW RI WKHLU ZHDOWK1 7KH ‡VFDUFLW\· RI ULFK LQYHVWRUV PHDQV WKDW WKH\ FDQQRW
FRQWURO DOO WKH FRUSRUDWLRQV LQ WKH HFRQRP\1 2WKHU/ VPDOO/ LQYHVWRUV FDQQRW V\QWKHWLFDOO\
UHSOLFDWH ULFK LQYHVWRUV E\ IRUPLQJ FRDOLWLRQV EHFDXVH ZKHQ WKH\ IRUP DQ ‡LQVWLWXWLRQDO
LQYHVWRU· RU ‡ILQDQFLDO LQWHUPHGLDU\· WKH\ FDQQRW DYRLG DJHQF\ SUREOHPV1 7KH UHDVRQ LV
WKDW LQVWLWXWLRQV +H1J1/ ILQDQFLDO LQWHUPHGLDULHV/ SHQVLRQ IXQGV/ RWKHU PRQH\ PDQDJHUV/ WKH
6WDWH/ ODUJH H[WHQGHG IDPLOLHV/ D Q GV RR Q ,DUH WKHPVHOYHV UXQ E\ SURIHVVLRQDO PDQDJHUV1
5LFK LQYHVWRUV DUH XQLTXH LQ KDYLQJ D OLPLWHG DPRXQW RI ‡DJHQF\ FRVW0IUHH· FDSLWDO1 +HQFH/
WKH\ DUH EHWWHU DW PRQLWRULQJ PDQDJHUV WKDQ LQVWLWXWLRQDO LQYHVWRUV1
:H VKRZ WKDW WKH FRUSRUDWH JRYHUQDQFH UROHV RI ULFK LQYHVWRUV DQG LQVWLWXWLRQDO
LQYHVWRUV DUH GLVWLQFW1 5LFK LQYHVWRUV PD\ EH HLWKHU SHUPDQHQW EORFNKROGHUV RU PD\
HQJDJH LQ VWDWH0FRQWLQJHQW PRQLWRULQJ YLD WDNHRYHUV1 ,Q FRQWUDVW/ LQVWLWXWLRQDO LQYHVWRUV
QHYHU HQJDJH LQ WDNHRYHUV1 1HYHUWKHOHVV/ WKH\ KDYH LPSRUWDQW UROHV WR SOD\1 :KLOH
LPSHUIHFW PRQLWRUV GXH WR DJHQF\ SUREOHPV/ WKH\ FDQ VWLOO PRQLWRU PDQDJHPHQW WR VRPH
H[WHQW DV SHUPDQHQW EORFNKROGHUV1 7KLV LV LPSRUWDQW EHFDXVH WKH ULFK LQYHVWRUV KDYH
OLPLWHG ZHDOWK1 ,QVWLWXWLRQDO LQYHVWRUV PD\ DOVR IDFLOLWDWH WDNHRYHUV E\ WUDQVIHUULQJ EORFNV
WR D ULFK LQYHVWRU HQJDJLQJ LQ D WDNHRYHU1 :H VKRZ WKDW WKH LQVWLWXWLRQDO EORFN PDUNHW LV
FULWLFDO LQ GHWHUPLQLQJ KRZ DJHQF\ FRVW0IUHH FDSLWDO LV DOORFDWHG1
7KH VSHFLDO PRQLWRULQJ DELOLW\ RI ULFK LQYHVWRUV DQG WKH VFDUFLW\ RI WKHLU ZHDOWK
GULYHV WKH GLIIHUHQFH LQ WKH JRYHUQDQFH UROHV RI WKH WZR W\SHV RI EORFNKROGHUV1 ,Q VRPH
VWDWHV RI WKH ZRUOG PRQLWRULQJ LV SDUWLFXODUO\ YDOXDEOH EHFDXVH WKH ILUP PD\ QHHG D
UHVWUXFWXULQJ WKDW WKH PDQDJHU GRHV QRW ZDQW WR LPSOHPHQW1 $OO LQYHVWRUV ZRXOG OLNH WR
FRQFHQWUDWH WKHLU EORFNKROGLQJ RQ WKRVH VWDWHV RI WKH ZRUOG EXW VXFK VWDWH0FRQWLQJHQW
EORFNKROGLQJ LV FRVWO\ GXH WR WKH LQHIILFLHQFLHV DVVRFLDWHG ZLWK WKH WDNHRYHU PDUNHW +LQ
SDUWLFXODU/ WKH IUHH0ULGHU SUREOHP,1 7KLV FRVW FDQ EH RIIVHW E\ WKH VSHFLDO PRQLWRULQJ
DELOLW\ RI ULFK LQYHVWRUV1 7DNHRYHUV FDQ OHDG WR VXSHULRU PRQLWRULQJ EHFDXVH WKH EHVW
PRQLWRUV GHSOR\ WKHLU DJHQF\0FRVW IUHH FDSLWDO LQ WKH VHFRQGDU\ VWRFN PDUNHW1 7KXV/
WDNHRYHUV FDQ EH DQ RSWLPDO PRQLWRULQJ PHFKDQLVP GHVSLWH WKH LQHIILFLHQFLHV DVVRFLDWHG
ZLWK EX\LQJ WKH WDUJHW ILUP¶V VWRFN1 0RUHRYHU/ GXH WR WKH VFDUFLW\ RI WKHLU ZHDOWK/ ULFK
7 (PSLULFDOO\/ D QXPEHU RI UHVHDUFKHUV KDYH H[DPLQHG WKH LGHQWLW\ RI EORFNKROGHUV DQG QRWHG GLIIHUHQFHV1
([DPSOHV LQFOXGH +ROGHUQHVV DQG 6KHHKDQ +4<;8,/ %DUFOD\ DQG +ROGHUQHVV +4<;</ 4<<4,/ DQG %HWKHO/
/LHEHVNLQG/ DQG 2SOHU +4<<;,1 :H GLVFXVV WKH UHOHYDQW HPSLULFDO OLWHUDWXUH ODWHU LQ WKH SDSHU17
LQYHVWRUV PD\ DFTXLUH EORFNV RQO\ LQ WKRVH VWDWHV RI WKH ZRUOG LQ ZKLFK PRQLWRULQJ LV
QHHGHG PRVW1 6XFK D VWUDWHJ\ RI VWDWH0FRQWLQJHQW EORFNKROGLQJ FRUUHVSRQGV WR +KRVWLOH,
WDNHRYHUV1 ,Q FRQWUDVW/ LQVWLWXWLRQDO LQYHVWRUV GR QRW HQJDJH LQ WDNHRYHUV1 :HUH
LQVWLWXWLRQDO LQYHVWRUV WR HQJDJH LQ FRVWO\ WDNHRYHUV/ WKH\ ZRXOG EH XQDEOH WR SURILWDEO\
EX\ FRQWUROOLQJ EORFNV LQ WDUJHWV EHFDXVH WKH\ DUH QRW VFDUFH DQG KHQFH EHKDYH
FRPSHWLWLYHO\1 7KH\ ZRXOG HDUQ ]HUR SURILWV DQG KHQFH QRW EH DEOH WR FRYHU WKH FRVWV RI
PRXQWLQJ D WDNHRYHU1
(TXLW\ RZQHUVKLS VWUXFWXUHV YDU\ DFURVV WKH ZRUOG¶V HFRQRPLHV +V H H/ D3 R U W D /
/RSH]0GH06LODQHV DQG 6KOHLIHU +4<<<,,1 )RU H[DPSOH/ *HUPDQ\ FRQWUDVWV ZLWK WKH 8161
DQG 81.1 ,Q *HUPDQ\ ;8 SHUFHQW RI WKH ODUJHVW FRPSDQLHV KDYH D VLQJOH VKDUHKROGHU
RZQLQJ PRUH WKDQ 58 SHUFHQW RI WKH YRWLQJ VKDUHV +VHH )UDQNV DQG 0D\HU +4<<;, DQG
*RUWRQ DQG 6FKPLG +4<<;,,1
8 &RQVLVWHQW ZLWK WKLV REVHUYDWLRQ/ D QXPEHU RI HTXLW\
RZQHUVKLS VWUXFWXUHV FDQ RFFXU LQ WKH HTXLOLEULXP RI WKH PRGHO HYHQ WKRXJK ILUPV DUH
LGHQWLFDO H[ DQWH1 2QH SDUDPHWHU UHJLRQ JLYHV ULVH WR DQ HTXLOLEULXP WKDW ORRNV WR VRPH
H[WHQW OLNH *HUPDQ\1 $OO ILUPV KDYH D SHUPDQHQW EORFNKROGHU DQG WKHUH DUH QR KRVWLOH
WDNHRYHUV1 +RZHYHU/ LQ DFFRUGDQFH ZLWK WKH ILQGLQJV E\ )UDQNV DQG 0D\HU +4<<;,/ WKHUH
FDQ EH DQ DFWLYH EORFN PDUNHW WKDW PD\ EH D VXEVWLWXWH IRU WDNHRYHUV1 $QRWKHU SDUDPHWHU
UHJLRQ JLYHV ULVH WR DQ HTXLOLEULXP WKDW ORRNV PRUH OLNH WKH 8161 DQG 81.1 :KLOH VRPH
ILUPV PD\ KDYH DQ LQVWLWXWLRQDO EORFNKROGHU/ WKHUH DUH DOVR ILUPV ZLWKRXW ODUJH
EORFNKROGHUV1 7KH WDNHRYHU PDUNHW LV DFWLYH DQG GRPLQDWHG E\ ULFK LQGLYLGXDOV1 ,Q WKH
PRGHO/ ZH GHWHUPLQH WKH IUDFWLRQ RI ILUPV ZLWK LQLWLDOO\ GLVSHUVHG DQG ZLWK LQLWLDOO\
FRQFHQWUDWHG RZQHUVKLS1 &RH[LVWHQFH RI GLVSHUVHG DQG FRQFHQWUDWHG RZQHUVKLS RFFXUV
ZKHQ VRPH ILUPV UHO\ RQ SHUPDQHQW LQVWLWXWLRQDO EORFNKROGHUV WR PRQLWRU ZKLOH RWKHUV
UHO\ RQ WDNHRYHUV1 ,Q WKLV FDVH/ WKH PRUH ILUPV UHO\ RQ WKH WDNHRYHU PDUNHW IRU
PRQLWRULQJ/ WKH ZRUVH RII HDFK RI WKHP LV1 7KLV LV EHFDXVH WKH\ KDYH WR VKDUH WKH VFDUFH
PRQLWRULQJ UHVRXUFHV RI WKH ULFK LQYHVWRUV1 +HQFH/ WKH\ DUH WDNHQ RYHU RQO\ ZLWK D FHUWDLQ
5 ,Q WKH 8161 D VXUYH\ RI VWRFN H[FKDQJH OLVWHG ILUPV LQ 4<;7 VKRZHG WKDW RQO\ 53 SHUFHQW RI WKH ILUPV KDG
DW OHDVW RQH QRQRIILFHU ZKR RZQHG WHQ SHUFHQW RI ILUP VWRFN> WKLUWHHQ SHUFHQW RI WKH ILUPV ZHUH PDMRULW\
RZQHG +VHH +ROGHUQHVV DQG 6KHHKDQ +4<;;,,1 7KLV LQFOXGHV ILUPV OLVWHG RQ WKH 1HZ <RUN 6WRFN ([FKDQJH/
WKH $PHULFDQ 6WRFN ([FKDQJH DQG RYHU0WKH0FRXQWHU ILUPV> DW R W D OR I8/573 ILUPV1 ,Q WKH 81. WKH SURSRUWLRQ
RI SXEOLF OLPLWHG FRPSDQLHV ZLWK D PDMRULW\ VKDUHKROGHU LV DOVR IDU VPDOOHU WKDQ LQ *HUPDQ\ +VHH (GZDUGV
DQG )LVFKHU +4<<7,,18
SUREDELOLW\ +GHWHUPLQHG HQGRJHQRXVO\ LQ WKH PRGHO,1 7KH IUDFWLRQ RI ILUPV UHO\LQJ RQ WKH
WDNHRYHU PDUNHW DGMXVWV VR WKDW DOO ILUPV DUH LQGLIIHUHQW EHWZHHQ ERWK PRQLWRULQJ
PHFKDQLVPV1
2XU SDSHU LV UHODWHG WR D QXPEHU RI RWKHU SDSHUV1 %ROWRQ DQG YRQ 7KDGGHQ +4<<;,
DUJXH WKDW WKHUH LV D WUDGH0RII EHWZHHQ PRQLWRULQJ TXDOLW\ +ZKLFK LV EHWWHU ZKHQ WKH ILUP
KDV D SHUPDQHQW EORFNKROGHU, DQG LQYHVWRUV¶ OLTXLGLW\ GHPDQG +KDYLQJ D SHUPDQHQW
EORFNKROGHU UHGXFHV OLTXLGLW\,1 7KH WDNHRYHU PDUNHW LV DFWLYH GXH WR LQYHVWRUV¶ OLTXLGLW\
GHPDQG1
9 ,Q FRQWUDVW WR %ROWRQ DQG YRQ 7KDGGHQ/ WDNHRYHUV DULVH LQ RXU VHWWLQJ GHVSLWH
WKHLU LQHIILFLHQFLHV GXH WR WKH VXSHULRU PRQLWRULQJ DELOLW\ RI ULFK LQYHVWRUV1 %ROWRQ DQG YRQ
7KDGGHQ GR QRW GLVWLQJXLVK EHWZHHQ GLIIHUHQW NLQG RI EORFNKROGHUV/ WKH IRFXV RI RXU SDSHU1
$JKLRQ DQG %ROWRQ +4<<5, SURYLGH D PRGHO RI VWDWH0FRQWLQJHQW FRUSRUDWH FRQWURO LQ ZKLFK
SRRU SHUIRUPDQFH OHDGV WR FRQWURO E\ GHEW KROGHUV +VHH DOVR ’HZDWULSRQW DQG 7LUROH
+4<<7,,1 7KHLU PRGHO LV RQH RI D FORVHO\ KHOG ILUP DQG GHEW KROGHUV DUH DVVXPHG WR IDFH QR
DJHQF\ FRQIOLFWV WKHPVHOYHV1 ’LDPRQG +4<;7, GHYHORSV D PRGHO LQ ZKLFK D ODUJH LQYHVWRU
FDQ EH V\QWKHWLFDOO\ FUHDWHG E\ PDQ\ VPDOO LQYHVWRUV/ ZKR FDQ IRUP D FRDOLWLRQ +D ILQDQFLDO
LQWHUPHGLDU\,1 ,Q FRQWUDVW/ ZH DVVXPH WKDW VXFK V\QWKHWLF ODUJH LQYHVWRUV FDQQRW SHUIHFWO\
UHSOLFDWH D VLQJOH ULFK LQGLYLGXDO1
:
6RPH SDSHUV +PDLQO\ LQ WKH ODZ OLWHUDWXUH, GLVFXVV GLIIHUHQFHV EHWZHHQ LQVWLWXWLRQDO
LQYHVWRUV DQG ULFK LQYHVWRUV1 )RU LQVWDQFH/ WKH DJHQF\ SUREOHPV DQG FRQIOLFWV RI LQWHUHVWV
WKDW PD\ KDPSHU WKH PRQLWRULQJ DELOLW\ RI LQVWLWXWLRQDO LQYHVWRUV DUH GLVFXVVHG LQ %ODFN
+4<<5D/ 4<<5E,/ &RIIHH +4<<4,/ DQG %ODFN DQG &RIIHH +4<<7, +IRU HPSLULFDO HYLGHQFH RQ
FRQIOLFWV RI LQWHUHVW/ VHH %ULFNOH\/ /HDVH/ DQG 6PLWK +4<;;,,1 7KHVH SDSHUV GR QRW H[SORUH
WKH FRQVHTXHQFHV RI WKLV DJHQF\ SUREOHP ZLWKLQ WKH LQVWLWXWLRQDO LQYHVWRUV1 7KHUH LV VRPH
HPSLULFDO HYLGHQFH WKDW VXJJHVWV WKDW WKHUH LV LQGHHG D GLIIHUHQFH LQ WKH PRQLWRULQJ DELOLWLHV
RI LQVWLWXWLRQV DQG LQGLYLGXDOV1 7KLV OLWHUDWXUH LV GLVFXVVHG LQ 6HFWLRQ ,,1
7KH UHPDLQGHU RI WKH SDSHU LV VWUXFWXUHG DV IROORZV1 ,Q 6HFWLRQ ,,/ ZH SUHVHQW WKH
9 %ODFN +4<<5D/ S1 ;:8, DUJXHV WKDW LW PD\ EH GLIILFXOW WR H[SODLQ WKH ODFN RI EORFNKROGLQJ E\ ILQDQFLDO
LQWHUPHGLDULHV ZLWK D OLTXLGLW\ SUHIHUHQFH DUJXPHQW1 +H DUJXHV WKDW RQH PDMRU UHDVRQ IRU WKH H[LVWHQFH RI
ILQDQFLDO LQWHUPHGLDULHV LV OLTXLGLW\ WUDQVIRUPDWLRQ1
: .DKQ DQG :LQWRQ +4<<;, DOVR DQDO\]H WKH UROH RI EORFNKROGHUV LQ PRQLWRULQJ1 7KH\ GLVFXVV WKH SRWHQWLDO
FRQIOLFW EHWZHHQ JDWKHULQJ LQIRUPDWLRQ IRU WZR SXUSRVHV= WR WUDGH RQ WKLV LQIRUPDWLRQ RU WR LPSOHPHQW D
UHVWUXFWXULQJ1 $GPDWL/ 3IOHLGHUHU/ DQG =HFKQHU +4<<7, DQDO\]H WKH WUDGH0RII EHWZHHQ ULVN0VKDULQJ DQG
RSWLPDO PRQLWRULQJ DQG WKH UHVXOWLQJ DVVHW DOORFDWLRQ RI D ODUJH LQYHVWRU DQG PDQ\ VPDOO LQYHVWRUV1 1RQH RI
WKHVH SDSHUV/ KRZHYHU/ GLVWLQJXLVKHV EHWZHHQ LQVWLWXWLRQDO LQYHVWRUV DQG ULFK LQYHVWRUV19
PRGHO1 6HFWLRQ ,,, DQDO\]HV WKH PRGHO DQG FKDUDFWHUL]HV WKH RSWLPDO LQYHVWPHQW VWUDWHJLHV
RI WKH ULFK LQYHVWRU DQG WKH LQVWLWXWLRQDO LQYHVWRUV1 6HFWLRQ ,9 GHWHUPLQHV WKH HTXLOLEULXP
ILUP RZQHUVKLS VWUXFWXUHV DW GDWH 31 6HFWLRQ 9 DQDO\]HV WKH PRGHO XQGHU DQ DOWHUQDWLYH
LQIRUPDWLRQDO DVVXPSWLRQ WKDW DOORZV WKH PDUNHW IRU EORFN WUDGHV EHWZHHQ WKH LQVWLWXWLRQDO
LQYHVWRUV DQG WKH ULFK LQYHVWRU WR EH DFWLYH1 6HFWLRQ 9, FRQFOXGHV1
,,1 7KH 0RGHO
:H EHJLQ ZLWK DQ RYHUYLHZ RI WKH PRGHO/ WKHQ SURYLGH WKH GHWDLOV/ DQG ILQDOO\/
GLVFXVV VRPH RI WKH LPSRUWDQW DVVXPSWLRQV1
$1 2YHUYLHZ
7KHUH DUH WKUHH GDWHV LQ WKH PRGHO HFRQRP\=3 /4 /DQG 51 $OO DJHQWV DUH ULVN
QHXWUDO DQG XWLOLW\ RI FRQVXPSWLRQ LV GHILQHG RYHU GDWH 5 SD\RIIV1 $W GDWH 3/ D FRQWLQXXP
RI LGHQWLFDO HQWUHSUHQHXUV ZLWK WRWDO PHDVXUH RQH VHHN WR ILQDQFH WKHLU SURMHFWV1 7KH
UHSUHVHQWDWLYH ILUP LV UXQ E\ D PDQDJHU DQG ILQDQFHV LWV SURMHFW H[FOXVLYHO\ ZLWK HTXLW\1
7KHUH DUH WZR W\SHV RI SRWHQWLDO LQYHVWRUV1 7KHUH LV D FRQWLQXXP RI VPDOO LQYHVWRUV DQG
WKHUH LV D VLQJOH 5LFK ,QYHVWRU +WKDW LV/ DQ LQYHVWRU ZLWK PHDVXUDEOH ZHDOWK,1 ,W WDNHV PDQ\
VPDOO LQYHVWRUV WR ILQDQFH WKH SURMHFW RI DQ\ RQH ILUP/ EXW WKH 5LFK ,QYHVWRU KDV HQRXJK
ZHDOWK WR ILQDQFH D VWULFWO\ SRVLWLYH PHDVXUH RI ILUPV1 6PDOO LQYHVWRUV FDQ LQYHVW DV
LQGLYLGXDOV RU WKH\ FDQ SRRO WKHLU ZHDOWK LQWR IXQGV/ ZKLFK ZH VKDOO FDOO LQVWLWXWLRQDO
LQYHVWRUV1 $Q LQVWLWXWLRQDO LQYHVWRU LV DQ LQWHUPHGLDU\ WKDW LV RYHUVHHQ E\ D PDQDJHU1
;
$W GDWH 4 D SXEOLF VLJQDO DUULYHV FRQFHUQLQJ HDFK ILUP= WKHUH LV HLWKHU JRRG QHZV RU
EDG QHZV DERXW WKH ILUP¶V ILQDO GDWH 5 SD\RII1 %DG QHZV PHDQV WKDW WKH GDWH 5 SD\RII ZLOO
EH ORZ XQOHVV WKH ILUP LV UHVWUXFWXUHG1 ‡5HVWUXFWXULQJ· PHDQV WDNLQJ DFWLRQV WKDW PLJKW
; :H PRGHO WKH WZR H[WUHPH W\SHV RI PRQLWRUV= ‡IXQGV· ZLWK PDQ\ VPDOO LQYHVWRUV UXQ E\ D PDQDJHU ZKR
SUHVXPDEO\ KDV D ORW RI GLVFUHWLRQ DQG ULFK LQYHVWRUV ZLWKRXW DQ\ DJHQF\ SUREOHPV1 ,Q UHDOLW\/ WKHUH DUH DOVR
HQWLWLHV WKDW IDOO VRPHZKHUH LQ EHWZHHQ WKHVH WZR H[WUHPHV1 )RU LQVWDQFH/ KHGJH IXQGV KDYH D OLPLWHG
QXPEHU RI ULFK LQGLYLGXDOV1 8QWLO UHFHQWO\/ KHGJH IXQGV ZHUH OLPLWHG WR QR PRUH WKDQ 433 LQYHVWRUV HDFK
ZLWK DW OHDVW ’533/333 LQ LQFRPH IRU WKH SUHYLRXV WZR \HDUV DQG D QHW ZRUWK RI DW OHDVW ’4 PLOOLRQ1 ,Q 4<<9
W K HO D ZF K D Q J H GW RD O O R ZX SW R833 LQYHVWRUV SURYLGHG HDFK KDV DQ LQYHVWPHQW SRUWIROLR YDOXHG DW ’8
PLOOLRQ RU PRUH1 :KLOH LW LV DQ HPSLULFDO PDWWHU/ ZH YLHZ VRPH KHGJH IXQGV FRQWUROOHG E\ D IHZ ULFK
LQYHVWRUV DV FRUUHVSRQGLQJ WR RXU ‡5LFK ,QYHVWRU1· 6LPLODUO\/ EORFNV KHOG E\ IDPLOLHV FRXOG UHDVRQDEO\ EH
YLHZHG DV FRQVWLWXWLQJ D ‡5LFK ,QYHVWRU/· XQOHVV WKH IDPLO\ LV D ODUJH/ H[WHQGHG/ IDPLO\/ LQ ZKLFK FDVH LW
PLJKW EH YLHZHG DV DQ ‡LQVWLWXWLRQDO LQYHVWRU1·7 K D W L V / D ODUJH IDPLO\ PXVW GHOHJDWH PDQDJHPHQW RI WKH
IDPLO\¶V KROGLQJV WR RQH IDPLO\ PHPEHU/ ZKR WKHQ DFWV DV PDQDJHU1 2ZQHUVKLS E\ WKH 6WDWH ZRXOG VHHP WR
IDOO LQWR WKH FDWHJRU\ RI ‡LQVWLWXWLRQDO LQYHVWRU1·:
LPSURYH WKH ILUP¶V GDWH 5 SD\RII1 ’HSHQGLQJ RQ WKH OLNHOLKRRG WKDW WKH UHVWUXFWXULQJ ZLOO
EH VXFFHVVIXO/ LW PD\ RU PD\ QRW EH RSWLPDO WR UHVWUXFWXUH WKH RSHUDWLRQV RI D ILUP WKDW KDV
UHFHLYHG EDG QHZV1 7KHUH DUH WZR SUREOHPV LQ UHVWUXFWXULQJ1 )LUVW/ PDQDJHUV QHYHU
YROXQWDULO\ UHVWUXFWXUH WKHLU ILUPV> RQO\ EORFNKROGHUV FDQ UHVWUXFWXUH1 6HFRQG/ DVVHVVLQJ
WKH GHVLUDELOLW\ RI D UHVWUXFWXULQJ UHTXLUHV H[SHQGLQJ UHVRXUFHV WR SURGXFH LQIRUPDWLRQ
DERXW WKH OLNHOLKRRG RI WKH VXFFHVV RI D UHVWUXFWXULQJ1
,Q SURGXFLQJ LQIRUPDWLRQ DERXW WKH OLNHOLKRRG RI UHVWUXFWXULQJ VXFFHVV RI ILUPV WKDW
KDYH UHFHLYHG EDG QHZV/ WKHUH LV DQ LPSRUWDQW GLIIHUHQFH EHWZHHQ DQ LQVWLWXWLRQDO LQYHVWRU
DQG WKH 5LFK ,QYHVWRU1 7KH DJHQF\ SUREOHP ZLWK WKH LQVWLWXWLRQDO LQYHVWRU LV WDNHQ WR PHDQ
WKDW WKH FKDQFH RI OHDUQLQJ WKH UHVWUXFWXULQJ VXFFHVV OLNHOLKRRG LV ORZHU IRU WKH LQVWLWXWLRQDO
LQYHVWRU WKDQ IRU WKH 5LFK ,QYHVWRU +VLQFH WKH 5LFK ,QYHVWRU/ E\ GHILQLWLRQ/ IDFHV QR DJHQF\
SUREOHP,1 )ROORZLQJ DQ\ LQIRUPDWLRQ SURGXFWLRQ DERXW UHVWUXFWXULQJ VXFFHVV/ WUDGLQJ LQ
WKH VWRFN PDUNHW RFFXUV1
< ,Q WKH VWRFN PDUNHW LQVWLWXWLRQDO LQYHVWRUV DQG WKH 5LFK ,QYHVWRU
PD\ DFTXLUH D EORFN RI D ILUP¶V VKDUHV LQ RUGHU WR LPSOHPHQW D UHVWUXFWXULQJ1
$W GDWH 5 ILUPV ZLWK EORFNKROGHUV GHVLULQJ WR UHVWUXFWXUH DUH UHVWUXFWXUHG IROORZHG E\
WKH UHDOL]DWLRQ RI ILQDO SD\RIIV1 )LJXUH 4 VKRZV WKH VHTXHQFH RI HYHQWV1
%1 ’HWDLOHG $VVXPSWLRQV
(DFK HQWUHSUHQHXU KDV D EXVLQHVV LGHD/ EXW QHHGV WR REWDLQ ILQDQFLQJ +LQ WKH DPRXQW ,,
DQG D SURIHVVLRQDO PDQDJHU WR UXQ WKH ILUP +WKRXJK WKLV LV QRW H[SOLFLWO\ PRGHOHG,1 :KLOH
PDQDJHUV UXQ WKH ILUP DIWHU GDWH 3/ HQWUHSUHQHXUV PDNH WKH LQLWLDO GHFLVLRQ DERXW WKH VRXUFH
RI ILQDQFLQJ1 $OO ILUPV DUH ILQDQFHG H[FOXVLYHO\ ZLWK HTXLW\1 (QWUHSUHQHXUV DXFWLRQ RII WKH
HTXLW\ ZLWK D VHFRQG SULFH DXFWLRQ LQ ZKLFK LW LV SXUFKDVHG E\ VPDOO LQGLYLGXDO LQYHVWRUV RU
EORFNV DUH SXUFKDVHG E\ LQVWLWXWLRQDO LQYHVWRUV RU WKH 5LFK ,QYHVWRU1 :KLOH DOO ILUPV DUH
LGHQWLFDO H[ DQWH/ DIWHU VHOOLQJ WKHLU HTXLW\ WKHLU SXEOLFO\ REVHUYHG HTXLW\ RZQHUVKLS
VWUXFWXUHV PD\ GLIIHU/ DV ZLOO EH VHHQ1
3D\RIIV RQ WKH SURMHFW RFFXU DW GDWH 51 3D\RIIV GHSHQG RQ ZKHWKHU WKH ILUP LV LQ WKH
JRRG VWDWH +UHFHLYHV JRRG QHZV, RU LQ WKH EDG VWDWH +UHFHLYHV EDG QHZV, DW GDWH 4 DQG RQ
ZKHWKHU WKH ILUP LV UHVWUXFWXUHG +LI LW LV LQ WKH EDG VWDWH,1 7KH VWDWH LV SXEOLFO\ REVHUYDEOH1
7KH SUREDELOLW\ RI UHFHLYLQJ EDG QHZV DW GDWH 4 LV G +ZLWK SUREDELOLW\ 4￿G JRRG QHZV LV
< $V ZLOO EH VHHQ/ LQ WKH EORFN PDUNHW WKH EORFN WUDGHV RFFXU SULRU WR DQ\ LQIRUPDWLRQ SURGXFWLRQ1;
UHFHLYHG,1
43 $ ILUP WKDW UHFHLYHV EDG QHZV ZLOO EH FDOOHG ‡GLVWUHVVHG1·
44 ’DWH 5 SD\RIIV
DUH DV IROORZV=
$41 3URMHFW 3D\RIIV1 )LUPV WKDW UHFHLYHG JRRG QHZV DW GDWH 4 UHFHLYH 5 DW GDWH 5 IRU VXUH1
,W LV QHYHU RSWLPDO WR UHVWUXFWXUH WKHVH JRRG ILUPV1 ’LVWUHVVHG ILUPV ZLOO KDYH D GDWH 5
SD\RII RI 3 5 ! / LI WKH\ DUH QRW UHVWUXFWXUHG1 ,I D GLVWUHVVHG ILUP LV UHVWUXFWXUHG/ LWV
GDWH 5 SD\RII LV ++, E! 3ZLWK SUREDELOLW\ U DQG ]HUR ZLWK SUREDELOLW\ 4￿ U/ ZKHUH E
LV WKH IUDFWLRQ RI WKH ILUP¶V HTXLW\ RZQHG E\ WKH EORFNKROGHU1
%ORFNKROGHUV PD\ EH XVHIXO EHFDXVH=
$51 (QWUHQFKHG 0DQDJHPHQW DQG %ORFNKROGHUV1 0DQDJHUV QHYHU YROXQWDULO\ UHVWUXFWXUH
WKHLU ILUPV1 )XUWKHUPRUH/ D EORFN VKDUHKROGHU LV QHFHVVDU\ WR LPSOHPHQW D UHVWUXFWXULQJ
EHFDXVH VPDOO LQYHVWRUV FDQQRW FRRUGLQDWH +GXH WR IUHH0ULGHU SUREOHPV,1
7KH 5LFK ,QYHVWRU PD\ EH WKH EORFNKROGHU RU/ DV GLVFXVVHG EHORZ/ VPDOO LQYHVWRUV FDQ SRRO
WKHLU IXQGV/ WR FUHDWH DQ LQVWLWXWLRQDO LQYHVWRU/ LQ DQ DWWHPSW WR PLPLF WKH 5LFK ,QYHVWRU1
7KH SURVSHFWV RI D GLVWUHVVHG ILUP ZKHQ LW LV UHVWUXFWXUHG DUH FDSWXUHG E\ WKH
SDUDPHWHUU1 7KLV SUREDELOLW\ LV QRW NQRZQ E\ DQ\ DJHQW DW GDWH 31 :H DVVXPH=
$61 5HVWUXFWXULQJ 6XFFHVV /LNHOLKRRG1 ,W LV FRPPRQ NQRZOHGJH WKDW U LV XQLIRUPO\
GLVWULEXWHG RQ >3/4@1
43 ,Q WKH IROORZLQJ/ SUREDELOLWLHV VXFK DV G DUH WUHDWHG ERWK DV D SUREDELOLW\ IRU DQ HYHQW WR KDSSHQ WR DQ
LQGLYLGXDO ILUP DQG WKH IUDFWLRQ RI ILUPV DW GDWH 4 WKDW DFWXDOO\ H[SHULHQFH WKLV HYHQW1 2I FRXUVH/ ZLWK D
FRQWLQXXP RI ILUPV/ WKHUH DUH VRPH ZHOO0NQRZQ WHFKQLFDO SUREOHPV ZLWK DQ DSSHDO WR D ODZ RI ODUJH
QXPEHUV1 )RU D GLVFXVVLRQ RI WKHVH SUREOHPV DQG VROXWLRQV WR WKHP/ VHH -XGG +4<;8, DQG )HOGPDQ DQG
*LOOHV +4<;8,1
44 ,W VKRXOG EH QRWHG WKDW WKH LPSRUWDQW SRLQW DERXW WKH ‡GLVWUHVVHG· VWDWH LV WKDW DJHQF\ FRQIOLFWV DUH VHYHUH
LQ WKLV VWDWH RI WKH ZRUOG= WKH PDQDJHU LV UHOXFWDQW WR LPSOHPHQW D UHVWUXFWXULQJ HYHQ LI LW ZRXOG EH YDOXH
LQFUHDVLQJ1 7KH ‡EDG QHZV· VWDWH FRXOG GHVFULEH D QXPEHU RI GLIIHUHQW VLWXDWLRQV1 )RU H[DPSOH/ LW FRXOG EH
LQWHUSUHWHG DV D ILUP LQ D PDWXUH LQGXVWU\ WKDW KDV H[FHVV FDVK WKDW PDQDJHPHQW LV XQZLOOLQJ WR SD\ RXW WR
VKDUHKROGHUV DQG LQVWHDG LV LQFOLQHG WR LQYHVW LQ QHJDWLYH 139 SURMHFWV +VHH -HQVHQ +4<;9,,1 :H XVH WKH
WHUP ‡GLVWUHVV· RQO\ IRU FRQYHQLHQFH DQG GR QRW PHDQ WR LPSO\ WKDW RXU DQDO\VLV LV UHVWULFWHG WR
HFRQRPLFDOO\ GLVWUHVVHG ILUPV1<
1RWH WKDW UHVWUXFWXULQJ PD\ LQFUHDVH WKH H[SHFWHG YDOXH RI D GLVWUHVVHG ILUP/ EXW LW PD\
DOVR ORZHU LW EHORZ ZKDW WKH FXUUHQW PDQDJHULDO VWUDWHJ\ FDQ DFKLHYH/ QDPHO\/ 5 / 1 7KXV
QRW DOO ILUPV WKDW UHFHLYH EDG QHZV ZLOO GR ZRUVH XQGHU WKH VWUDWHJ\ RI LQFXPEHQW
PDQDJHPHQW WKDQ XQGHU D UHVWUXFWXULQJ1
$V ZLOO EH GLVFXVVHG EHORZ/ LQVWLWXWLRQDO LQYHVWRUV DQG WKH 5LFK ,QYHVWRU PD\ DWWHPSW
WR OHDUQU DQG KHQFH WKH GHVLUDELOLW\ RI D UHVWUXFWXULQJ1 ,I WKH\ GR QRW JHQHUDWH QHZ
LQIRUPDWLRQ DERXW WKH ILUP¶V SURVSHFWV/ WKH\ ZLOO QRW UHVWUXFWXUH WKH ILUP=
$71 9DOXH RI ,QIRUPDWLRQ 3URGXFWLRQ1 *LYHQ WKH SULRU EHOLHI DERXWU / QR UHVWUXFWXULQJ LV
WKH EHVW UHVSRQVH= 5 , + 8 1 3 / + Æ E IRU DOO E / ZKHUH E GHQRWHV WKH IUDFWLRQ RI HTXLW\
RZQHG E\ WKH EORFNKROGHU
$W GDWH 4 VKDUHV RI DOO ILUPV PD\ EH WUDGHG> WKH 5LFK ,QYHVWRU RU DQ LQVWLWXWLRQDO
LQYHVWRU FDQ DFTXLUH D EORFN RI D ILUP¶V HTXLW\ IURP HLWKHU DQ LQVWLWXWLRQDO LQYHVWRU +LQ WKH
EORFN PDUNHW, RU IURP PDQ\ VPDOO LQYHVWRUV1 )RU VLPSOLFLW\ ZH GR QRW HQGRJHQL]H WKH VL]H
RI WKH EORFN DQ LQYHVWRU FDQ DFTXLUH DW GDWH 4 LI KH EX\V IURP PDQ\ VPDOO LQYHVWRUV> LQVWHDG
ZH DVVXPH WKDW HLWKHU D IUDFWLRQO FDQ EH SXUFKDVHG RU QR EORFN DW DOO +VHH $:,1
45 :H
DVVXPH WKDW O LV VXIILFLHQWO\ ODUJH IRU WKH KROGHU RI WKDW IUDFWLRQ WR LPSOHPHQW WKH
UHVWUXFWXULQJ1 7KH VL]H RI EORFNV LV LPSRUWDQW EHFDXVH UHVWUXFWXULQJ RXWFRPHV DUH DIIHFWHG
E\ WKH FRQFHQWUDWLRQ RI RZQHUVKLS DW GDWH 5> RXWFRPHV DUH LQFUHDVLQJ LQ WKH EORFNKROGHU¶V
RZQHUVKLS IUDFWLRQ1 ,Q SDUWLFXODU/ D ODUJHU EORFN JLYHV WKH LQYHVWRU PRUH LQFHQWLYHV DQG
PRUH SRZHU WR IRUFH WKH ILUP WR PDNH PRUH HIILFLHQW GHFLVLRQV1 7KLV LV IRUPDOL]HG LQ=
$81 (IIHFWV RI %ORFN 6L]H1ww E + 2! 3 DQG /+ + + 5 5 4 ÆÆ { Æ +, + , O 1
$VVXPSWLRQ $8 VD\V WKDW ILUP YDOXH/ JLYHQ D UHVWUXFWXULQJ/ LV DOZD\V LQFUHDVLQJ LQ EORFN
VL]H1 7KLV DVVXPSWLRQ LV VWURQJHU WKDQ ZH QHHG DQG LV PDGH WR VLPSOLI\ WKH DQDO\VLV1 ,W
45 ,Q WKH OLTXLGLW\0WUDGLQJ IUDPHZRUN SUHVHQWHG LQ $SSHQGL[ % WKH IUDFWLRQ RI WKH ILUP WKDW WKH 5LFK ,QYHVWRU
FDQ EX\ ZLWKRXW IXOO\ UHYHDOLQJ KLV SULYDWH LQIRUPDWLRQ LV GHWHUPLQHG E\ WKH IUDFWLRQ RI HDUO\ FRQVXPHUV143
JXDUDQWHHV WKDW LI WKH ODUJH LQYHVWRU RU DQ LQVWLWXWLRQDO LQYHVWRU DFTXLUHV D EORFN DW GDWH 3/
WKHQ WKH HQWLUH HTXLW\ LV DFTXLUHG/ VLPSOLI\LQJ WKH GDWH 3 RZQHUVKLS VWUXFWXUH1
46
7KH 5LFK ,QYHVWRU KDV VXIILFLHQW UHVRXUFHV WR SXUFKDVH EORFNV RI VKDUHV/ EXW VPDOO
LQYHVWRUV LQGLYLGXDOO\ FDQQRW EX\ EORFNV1 6PDOO LQYHVWRUV/ KRZHYHU/ FDQ DWWHPSW WR
V\QWKHWLFDOO\ FUHDWH D ODUJH LQYHVWRU E\ IRUPLQJ D IXQG RU LQVWLWXWLRQDO LQYHVWRU1 $ PDQDJHU
+ZKR LV QRW H[SOLFLWO\ PRGHOHG, UXQV HDFK LQVWLWXWLRQDO LQYHVWRU1 7 K L VO H D G VW RD QD J H Q F \
FRQIOLFW ZLWKLQ WKH LQVWLWXWLRQDO LQYHVWRU1 )RU VLPSOLFLW\ ZH GR QRW PRGHO WKH HIIRUW FKRLFH
RI WKH LQVWLWXWLRQDO LQYHVWRU¶V PDQDJHU/ L1H1/ WKH VWDQGDUG SULQFLSDO0DJHQW FRQIOLFW/ H[SOLFLWO\1
,QVWHDG/ ZH DVVXPH WKDW DV D UHVXOW RI WKH SULQFLSDO0DJHQW FRQIOLFW/ WKH PDQDJHU RI WKH
LQVWLWXWLRQDO LQYHVWRU LV ZRUVH DW SURGXFLQJ LQIRUPDWLRQ DERXW D ILUP¶V SURVSHFWV WKDQ WKH
5LFK ,QYHVWRU=
47
$91 $JHQF\ &RVWV LQ ,QVWLWXWLRQDO ,QYHVWRUV1 ,I WKH PDQDJHU RI DQ LQVWLWXWLRQDO LQYHVWRU
LQYHVWLJDWHV D GLVWUHVVHG ILUP¶V SURVSHFWV/ KH OHDUQVU ZLWK SUREDELOLW\ S/1 ,I WKH 5LFK
,QYHVWRU LQYHVWLJDWHV WKH SURVSHFWV RI D ILUP/ KH OHDUQVU ZLWK SUREDELOLW\SS ! / 1
,QYHVWLJDWLRQ RI GLVWUHVVHG ILUPV LV FRVWO\> LW FRVWV F WR LQYHVWLJDWH D PHDVXUH RQH RI
ILUPV1 ,Q RUGHU WR DVVXUH WKDW LQYHVWLJDWLRQ SD\V/ ZH DVVXPH / , , + +
4




￿ U DQG LV GLVFXVVHG EHORZ1 )RU VLPSOLFLW\/ ZH DVVXPH WKDW LI RQH EORFNKROGHU
KDV LQYHVWLJDWHG WKH ILUP DQG KDV QRW OHDUQHG U / WKHQ DQ\ RWKHU LQYHVWLJDWLRQ E\ D
GLIIHUHQW EORFNKROGHU ZLOO DOVR QRW UHYHDO U 1 0RUHRYHU LI RQH LQVWLWXWLRQDO EORFNKROGHU¶V
LQYHVWLJDWLRQ KDV UHYHDOHG D SDUWLFXODU YDOXH RI U / WKHQ DQ DGGLWLRQDO LQYHVWLJDWLRQ E\ D
GLIIHUHQW LQVWLWXWLRQDO EORFNKROGHU ZLOO OHDG WKLV EORFNKROGHU WR OHDUQ WKH VDPH YDOXH RI U 1
7KH HTXLOLEULXP VWUDWHJLHV RI WKH VPDOO LQYHVWRUV DQG WKH 5LFK ,QYHVWRU ZLOO GHSHQG RQ
WKH SULFH IRUPDWLRQ PHFKDQLVP IRU WKH GDWH 4 VWRFN SULFH1 %XW WKH UHVXOWV RI WKH DQDO\VLV/
EHORZ/ GR QRW GHSHQG RQ WKH GHWDLOV RI WKH SULFH IRUPDWLRQ LQ WKH GDWH 4 VWRFN PDUNHW1 $OO
46 =ZLHEHO +4<<8, SURYLGHV DQ DQDO\VLV RI WKH EHQHILWV RI SDUWLDO EORFNKROGLQJ DQG FRDOLWLRQV DPRQJ VHYHUDO
EORFNKROGHUV1
47 7KH UHVXOW WKDW ZH UHO\ RQ LV WKH EDVLF RXWFRPH RI WKH SULQFLSDO0DJHQW PRGHO/ QDPHO\/ WKDW WKH HIIRUW
FKRLFH RI WKH PDQDJHU2DJHQW LV VXERSWLPDO UHODWLYH WR WKH ILUVW0EHVW HIIRUW FKRLFH ZKLFK ZRXOG EH PDGH ZHUH
WKHUH QR DJHQF\ SUREOHP144
WKDW WKH DQDO\VLV UHTXLUHV LV WKDW SULFHV GR QRW IXOO\ UHIOHFW WKH LPSURYHPHQW LQ ILUP YDOXH
WKDW LV EURXJKW DERXW E\ WKH 5LFK ,QYHVWRU¶V UHVWUXFWXULQJ DFWLYLW\/ WKDW LV/ WKH *URVVPDQ0
+DUW +4<;3, IUHH0ULGHU SUREOHP LV QRW IXOO\ SUHVHQW1 ,Q $SSHQGL[ % D PRGHO RI SULFH
IRUPDWLRQ DW GDWH 4 LV SUHVHQWHG WKDW LV FRQVLVWHQW ZLWK WKH DQDO\VLV LQ WKH PDLQ WH[W1 7R EH
FRQVLVWHQW ZLWK WKDW PRGHO ZH PDNH WKH IROORZLQJ WZR DVVXPSWLRQV=
$:1 /LTXLGLW\ 7UDGH1 $W GDWH 4/ IUDFWLRQ O RI WKH VPDOO LQYHVWRUV VHOO WKH VKDUHV RI DQ\
GLVWUHVVHG ILUP> WKH UHPDLQGHU KROG WKHLU VKDUHV XQWLO GDWH 51
$;1 7KH ’DWH 4 6WRFN 3ULFH RI ’LVWUHVVHG )LUPV1 /HW 3 EH WKH SULFH RI D GLVWUHVVHG ILUP¶V




7KH DVVXPSWLRQ WKDW 5 / 3 t VHHPV QDWXUDO DQG VKRXOG EH WKH UHVXOW RI DQ\ UHDVRQDEOH SULFH
IRUPDWLRQ PHFKDQLVP1 $ EORFNKROGHU ZLOO EX\ VKDUHV DW GDWH 4 WR LPSOHPHQW D
UHVWUXFWXULQJ RI WKH ILUP RQO\ LI WKH H[SHFWHG YDOXH RI WKH ILUP XQGHU D UHVWUXFWXULQJ LV QR
OHVV WKDQ WKH YDOXH RI WKH ILUP XQGHU WKH FXUUHQW PDQDJHULDO VWUDWHJ\/ /5 1 +HQFH/ WKH YDOXH
RI WKH ILUP LV DW OHDVW /5 / DQG QRERG\ ZRXOG VHOO VKDUHV DW D SULFH EHORZ /5 1 :H ZLOO VHH
WKDW WKH DVVXPSWLRQ KROGV LQ WKH HTXLOLEULXP LQ RXU SULFH IRUPDWLRQ PHFKDQLVP SUHVHQWHG
LQ $SSHQGL[ %1 $; DOVR VD\V WKDW WKH GDWH 4 HTXLW\ YDOXH GRHV QRW GHSHQG RQ G 1 $JDLQ/
ZH ZLOO YHULI\ WKDW WKLV KROGV LQ WKH PRVW LPSRUWDQW SDUDPHWHU UHJLRQV LQ WKH PRGHO RI
$SSHQGL[ %1
$W GDWH 4 WKH 5LFK ,QYHVWRU PD\ FKRRVH WR LQYHVW E\ ILUVW LQYHVWLJDWLQJ VRPH
GLVWUHVVHG ILUPV DQG WKHQ FKRRVLQJ WKRVH LQ ZKLFK WR DFTXLUH D EORFN SRVLWLRQ1 7KHUH LV
RQO\ RQH URXQG RI LQYHVWLJDWLRQ/ DQG KHQFH WKH VHDUFK LV QRW VHTXHQWLDO1 7KLV VSHFLILFDWLRQ
RI WKH 5LFK ,QYHVWRU¶V SUREOHP LV QRW HVVHQWLDO IRU RXU UHVXOWV1
:H DVVXPH WKDW VPDOO LQYHVWRUV DUH FRPSHWLWLYH ZKHWKHU WKH\ DFW DV LQGLYLGXDOV RU
IRUP IXQGV +LQVWLWXWLRQDO LQYHVWRUV,1
48 +HQFH/ DW GDWH 3 VKDUHV DUH SULFHG VXFK WKDW
LQGLYLGXDO VPDOO LQYHVWRUV DQG LQVWLWXWLRQDO LQYHVWRUV PDNH ]HUR SURILWV1 +RZHYHU/ LI WKH
5LFK ,QYHVWRU VXSSOLHV IXQGV E\ KLPVHOI/ KH FDQ H[WUDFW WKH GLIIHUHQFH EHWZHHQ WKH HTXLW\
48 7KH PRGHO GRHV QRW GHWHUPLQH WKH VL]H RI WKH LQVWLWXWLRQDO LQYHVWRUV1 +RZHYHU/ ZH DVVXPH WKDW LI VPDOO
LQYHVWRUV IRUP IXQGV/ WKHQ WKHUH DUH PDQ\ VXFK LQVWLWXWLRQDO LQYHVWRUV WKDW DUH FRPSHWLQJ ZLWK HDFK RWKHU145
YDOXH RI WKH ILUP WKDW REWDLQV IXQGV IURP KLP DQG WKH HTXLW\ YDOXH RI D ILUP WKDW REWDLQV
IXQGV IURP DQ LQVWLWXWLRQDO LQYHVWRU1 7KLV H[WUHPH DVVXPSWLRQ RQ WKH EDUJDLQLQJ SRZHU RI
WKH 5LFK ,QYHVWRU VLPSOLILHV WKH DQDO\VLV EXW FRXOG EH UHOD[HG ZLWKRXW FKDQJLQJ WKH
TXDOLWDWLYH UHVXOWV RI WKH DQDO\VLV1
:H DVVXPH WKDW WKHUH LV RQO\ RQH URXQG RI WUDGLQJ DW GDWH 41 ,W LV LPSRVVLEOH WR VHOO
VRPH VKDUHV DQG WKHQ DFTXLUH RWKHU VKDUHV DW GDWH 41 7KLV DVVXPSWLRQ PDNHV WKH GLVWLQFWLRQ
EHWZHHQ WDNLQJ D SRVLWLRQ DW GDWH 3 DQG WDNLQJ D SRVLWLRQ DW GDWH 4 PHDQLQJIXO1 ,W HQVXUHV
WKDW EX\LQJ VKDUHV DW GDWH 3 DQG WKHQ VHOOLQJ VKDUHV RI ILUPV UHFHLYLQJ JRRG QHZV LQ RUGHU
WR DFTXLUH VKDUHV RI ILUPV UHFHLYLQJ EDG QHZV +EHFDXVH WKH\ PD\ QHHG D UHVWUXFWXULQJ, LV
QRW D GRPLQDQW VWUDWHJ\ IRU WKH 5LFK ,QYHVWRU1 +HQFH/ WKHUH LV D FRVW WR WDNLQJ D SRVLWLRQ DW
GDWH 31 7KLV DVVXPSWLRQ LV GLVFXVVHG LQ PRUH GHWDLO EHORZ1
&1 ’LVFXVVLRQ RI $VVXPSWLRQV
:H IRFXV RQ WZR GLIIHUHQFHV EHWZHHQ WKH 5LFK ,QYHVWRU DQG WKH V\QWKHWLF ODUJH
LQYHVWRUV FUHDWHG E\ WKH VPDOO LQYHVWRUV/ WKH ‡LQVWLWXWLRQDO LQYHVWRUV1·) L U V W / WKH 5LFK
,QYHVWRU LV VFDUFH1 ,Q FRQWUDVW/ VPDOO LQYHVWRUV DQG WKHLU LQVWLWXWLRQDO LQYHVWRUV DUH
FRPSHWLWLYH1 7KLV PHDQV WKDW WKH 5LFK ,QYHVWRU KDV VRPH EDUJDLQLQJ SRZHU1 ,I WKH 5LFK
,QYHVWRU EX\V EORFNV RI VKDUHV DW GDWH 3/ KH FDQ H[WUDFW VXUSOXV IURP KLV SRWHQWLDO IXWXUH
UHVWUXFWXULQJ VHUYLFHV1 ,I KH EX\V D EORFN DW GDWH 4/ KH PD\ EH DEOH WR H[WUDFW VXUSOXV DW WKDW
GDWH DV ZHOO1 6PDOO LQYHVWRUV DQG WKHLU LQVWLWXWLRQDO LQYHVWRUV FRPSHWH IRU VKDUHV DW GDWH 31
$W GDWH 4/ LI DQ LQVWLWXWLRQDO LQYHVWRU LQYHVWLJDWHV D GLVWUHVVHG ILUP/ WKHQ WKHUH DUH DOZD\V DW
OHDVW WZR LQVWLWXWLRQDO LQYHVWRUV GRLQJ WKH LQYHVWLJDWLRQ1
7KH VHFRQG GLIIHUHQFH LV WKDW ULFK LQYHVWRUV DUH EHWWHU PRQLWRUV WKDQ LQVWLWXWLRQDO
LQYHVWRUV1 7KLV DVVXPSWLRQ LV FRQVLVWHQW ZLWK +ROGHUQHVV DQG 6KHHKDQ +4<;8, ZKR ILQG
WKDW WKH DEQRUPDO UHWXUQV DVVRFLDWHG ZLWK WKH DFTXLVLWLRQ RI D VWDNH RI D FRPSDQ\¶V VWRFN
E\ VL[ RI WKH PRVW ZHOO NQRZQ DQG DFWLYH ‡UDLGHUV· +&KDUOHV %OXKGRUQ/ &DUO ,FDKQ/ ,UZLQ /1
-DFREV/ &DUO /LQGQHU/ ’DYLG 0XUGRFN/ 9LFWRU 3RVQHU, DUH VLJQLILFDQWO\ KLJKHU WKDQ WKRVH
DVVRFLDWHG ZLWK WKH DFTXLVLWLRQ RI VWDNHV E\ RWKHU LQYHVWRUV1 $OVR/ %RHKPHU +4<<;, VKRZV
WKDW LQ *HUPDQ\/ WKH DEQRUPDO UHWXUQV IRU ILUPV WKDW PDNH DFTXLVLWLRQV LV KLJKHU ZKHQ WKH\
KDYH D ODUJH EORFNKROGHU KROGLQJ EHWZHHQ 58 DQG 83( RI WKH ILUP¶V VKDUHV1 ,QWHUHVWLQJO\/
WKH LGHQWLW\ RI WKH EORFNKROGHU PDWWHUV IRU WKH DEQRUPDO UHWXUQV1 )LUPV WKDW KDYH IDPLOLHV46
DV EORFNKROGHUV GR EHWWHU DFTXLVLWLRQV WKDQ ILUPV WKDW KDYH DQ LQVWLWXWLRQDO EORFNKROGHU
VXFK DV D EDQN1 7KLV VXJJHVWV WKDW ULFK LQYHVWRUV DUH EHWWHU DW PRQLWRULQJ PDQDJHPHQW WKDQ
LQVWLWXWLRQV1 )LQDOO\/ &DUOHWRQ/ 1HOVRQ/ DQG :HLVEDFK +4<<;, GHVFULEH PRQLWRULQJ DFWLYLW\
RI RQH RI WKH PRVW LPSRUWDQW DFWLYH LQVWLWXWLRQV +7,$$0&5(), DQG FRQFOXGH WKDW LW LV QRW
QHDUO\ DV FRQVHTXHQWLDO DV WKH UHVWUXFWXULQJ LPSRVHG E\ UDLGHUV LQ WKH WDNHRYHU PDUNHW1
7KH PRGHO DVVXPHV WKDW DJHQF\ SUREOHPV LQ ILUPV DUH QRW DOZD\V SUHVHQW WR WKH VDPH
GHJUHH1 5DWKHU/ WKHUH DUH FHUWDLQ VWDWHV RI WKH ZRUOG ZKHUH WKHVH SUREOHPV DUH PRUH VHYHUH1
,Q WKH PRGHO WKHVH VWDWHV RI WKH ZRUOG FRUUHVSRQG WR VWDWHV LQ ZKLFK EDG QHZV DUULYHV/
VWDWHV ZKLFK ZH KDYH FDOOHG ‡GLVWUHVV1· &OHDUO\/ LI WKH FRVWV RI DJHQF\ SUREOHPV LQ ILUPV
ZHUH FRQVWDQW DFURVV DOO VWDWHV RI WKH ZRUOG/ W K H QW K H U HZ R X O GE HQ RL V V X HR IV W D W H
FRQWLQJHQW DOORFDWLRQ RI WKH 5LFK ,QYHVWRU¶V ‡DJHQF\ FRVW IUHH FDSLWDO1·
$W GDWH 5/ WKH ILUP PD\ EH UHVWUXFWXUHG1 5HVWUXFWXULQJ PD\ WDNH WKH IRUP RI DVVHW
VDOHV/ D GLYHVWLWXUH RI D EXVLQHVV OLQH/ RU D FKDQJH LQ EXVLQHVV VWUDWHJ\1 :H DVVXPH WKDW
LQFXPEHQW PDQDJHUV DUH DYHUVH WR UHVWUXFWXULQJ1 2QH UDWLRQDOH IRU WKLV LV WKDW WKHVH
PDQDJHUV ZDQW WR SUHVHUYH SURMHFWV WKDW SURYLGH SULYDWH EHQHILWV WR WKHP +‡SHW SURMHFWV·,
ZKLFK PD\ DOVR KHOS WR HQWUHQFK WKHPVHOYHV +VHH 6KOHLIHU DQG 9LVKQ\ +4<;<,,1
$OWHUQDWLYHO\/ PDQDJHUV PD\ EH FRQFHUQHG DERXW WKH LQIHUHQFHV WKDW WKH ODERU PDUNHW
GUDZV IURP WKH UHVWUXFWXULQJ GHFLVLRQV= EHFDXVH ILUPV LQ EDG VKDSH DUH PRUH OLNHO\ WR QHHG
D UHVWUXFWXULQJ/ LPSOHPHQWLQJ D UHVWUXFWXULQJ PD\ FRQYH\ QHJDWLYH QHZV DERXW WKH FXUUHQW
VLWXDWLRQ RI WKH ILUP1 ,QFXPEHQW PDQDJHPHQW FDQ EH KHOG UHVSRQVLEOH IRU WKH WURXEOHG
VLWXDWLRQ RI WKH ILUP E\ WKH RXWVLGH ODERU PDUNHW1
49 &OHDUO\ ZH LPSOLFLWO\ KDYH WR DVVXPH
WKDW FRQWUDFWV FDQQRW IXOO\ DOOHYLDWH PDQDJHULDO UHVWUXFWXULQJ DYHUVLRQ1
$FTXLULQJ EORFNV DW GDWH 3 ZRXOG EH D GRPLQDQW VWUDWHJ\ IRU WKH 5LFK ,QYHVWRU LI KH
FRXOG VHOO WKH VKDUHV RI ILUPV WKDW WXUQ RXW QRW WR EH GLVWUHVVHG DW GDWH 4+ VR WKDW KLV
UHVWUXFWXULQJ DFWLYLW\ LV QRW QHHGHG,/ DQG LQVWHDG DFTXLUH EORFNV LQ GLVWUHVVHG ILUPV1 2XU
DVVXPSWLRQ WKDW WKHUH LV RQO\ RQH URXQG RI WUDGLQJ UXOHV RXW WKLV VWUDWHJ\1 7KLV DVVXPSWLRQ
VHUYHV WKH VROH SXUSRVH RI FDSWXULQJ LQ D YHU\ VLPSOH ZD\ WKDW WKH RSSRUWXQLW\ FRVW RI
DFTXLULQJ EORFNV EHIRUH WKH UHDOL]DWLRQ RI WKH VWDWH LV WKDW WKLV UHGXFHV WKH DPRXQW RI PRQH\
WKDW FDQ EH LQYHVWHG LQ EORFNV RI ILUPV WKDW KDYH UHDOL]HG WKHLU VWDWH1 :LWKRXW WKH
49 )RU D FDUHHU FRQFHUQ PRGHO IRUPDOL]LQJ WKLV LGHD LQ WKH FRQWH[W RI DQ DYHUVLRQ WR GLYHVW VHH %RRW +4<<5,,1
,QGHHG/ :HLVEDFK +4<<7, ILQGV WKDW ZKLOH LQFXPEHQW PDQDJHUV DUH DYHUVH WR GLYHVWLWXUHV/ QHZ PDQDJHPHQW
RIWHQ LPSOHPHQWV VXFK GLYHVWLWXUHV147
DVVXPSWLRQ RI RQH URXQG RI WUDGLQJ RQO\/ WKHUH ZRXOG EH QR RSSRUWXQLW\ FRVW WR DFTXLULQJ
EORFNV DW GDWH 3 EHFDXVH/ WR PDNH RXU PRGHO WUDFWDEOH/ WKHUH DUH QR GLVWUHVVHG ILUPV RQH
FRXOG LQYHVW LQ DW GDWH 31 $Q DOWHUQDWLYH EXW PXFK PRUH FXPEHUVRPH ZD\ WR FDSWXUH WKLV
RSSRUWXQLW\ FRVW RI DFTXLULQJ EORFNV EHIRUH WKH UHDOL]DWLRQ RI WKH VWDWH ZRXOG EH DQ
RYHUODSSLQJ JHQHUDWLRQ PRGHO LQ ZKLFK DW DOO WLPHV ILUPV ZLWK WKHLU VWDWH UHDOL]HG DQG ILUPV
LQ ZKLFK WKH VWDWH LV QRW \HW UHDOL]HG ZRXOG FRH[LVW1 ,Q VXFK D PRUH UHDOLVWLF PRGHO/ RXU
DVVXPSWLRQ RI RQO\ RQH WUDGLQJ URXQG ZRXOG QRW EH QHHGHG1 ,QYHVWLQJ LQ EORFNV EHIRUH WKH
UHDOL]DWLRQ RI WKH VWDWH ZRXOG FOHDUO\ FRPH DW WKH FRVW RI QRW EHLQJ DEOH WR LQYHVW WKH VDPH
PRQH\ LQ EORFNV RI ILUPV IRU ZKLFK WKH VWDWH KDV EHHQ UHDOL]HG1 +HQFH/ RXU DVVXPSWLRQ
FDSWXUHV LQ D UHGXFHG IRUP QRWKLQJ HOVH WKDQ WKDW WKH VDPH GROODU FDQQRW EH VSHQW WZLFH1
,,,1 7KH $OORFDWLRQ RI $JHQF\0&RVW )UHH &DSLWDO= 1R $FWLYH ’DWH 4 %ORFN 0DUNHW
,QVWLWXWLRQDO LQYHVWRUV PD\ DFTXLUH EORFNV RI VKDUHV LQ ILUPV DW GDWH 31 ,I WKH\ GR/ WKHQ
DW GDWH 4/ ZKHQ VRPH RI WKRVH ILUPV DUH GLVWUHVVHG/ WKH\ PD\ LQYHVWLJDWH DQG UHVWUXFWXUH
VRPH RI WKHP RU WKH\ PD\ WUDQVIHU WKHLU EORFNV WR WKH 5LFK ,QYHVWRU/ ZKR LV PRUH HIILFLHQW
DW WKH WDVN RI LQYHVWLJDWLRQ1 :H EHJLQ WKH DQDO\VLV ZLWK WKH FDVH ZKHUH WKHUH LV QR DFWLYH
GDWH 4 EORFN PDUNHW/ L1H1/ LQVWLWXWLRQV GR QRW WUDQVIHU EORFNV WR WKH 5LFK ,QYHVWRU DW GDWH 41
%HORZ ZH ZLOO PDNH DQ DVVXPSWLRQ XQGHU ZKLFK WKLV PDUNHW ZLOO QRW EH DFWLYH1
7KH SUREOHP WKHQ LV DV IROORZV1 7KH 5LFK ,QYHVWRU DQG WKH VPDOO LQYHVWRUV FDQ DFTXLUH
EORFN SRVLWLRQV LQ ILUPV DW GDWH 3 RU GDWH 41 6PDOO LQYHVWRUV FDQQRW DFTXLUH EORFNV
LQGLYLGXDOO\/ EXW PD\ FKRRVH WR IRUP LQVWLWXWLRQDO LQYHVWRUV WKDW FDQ DFTXLUH EORFNV1 6PDOO
LQYHVWRUV DQG WKH 5LFK ,QYHVWRU FKRRVH WKHLU VWUDWHJLHV WR PD[LPL]H WKHLU UHVSHFWLYH
XWLOLWLHV/ WDNLQJ WKH VWUDWHJ\ RI WKH RWKHU DV JLYHQ DQG WDNLQJ WKH SULFH RI GLVWUHVVHG ILUPV¶
VKDUHV DW GDWH 4 DV JLYHQ1 :H VROYH WKH PRGHO E\ EDFNZDUGV LQGXFWLRQ1 )LUVW/ ZH DQDO\]H
WKH UHVWUXFWXULQJ SROLFLHV LPSOHPHQWHG DW GDWH 51 ,QLWLDOO\/ ZH FRQVLGHU WKH UHVWUXFWXULQJ
SROLFLHV E\ LQYHVWRUV ZKR KDYH DFTXLUHG EORFNV DW GDWH 3+ ‡GDWH 3 EORFNKROGHUV·,1 :H WKHQ
VKRZ WKDW LQVWLWXWLRQDO LQYHVWRUV ZLOO DOZD\V EX\ EORFNV DW GDWH 3 DQG QHYHU DW GDWH 41 7KHQ
ZH WXUQ WR WKH UHVWUXFWXULQJ SROLF\ RI WKH 5LFK ,QYHVWRU XQGHU WKH DVVXPSWLRQ WKDW KH EX\V
EORFNV LQ WKH GDWH 4 VWRFN PDUNHW1 1H[W ZH FKDUDFWHUL]H WKH FRQGLWLRQV XQGHU ZKLFK WKH
5LFK ,QYHVWRU ZLOO EX\ EORFNV DW GDWH 4 DQG WKH FRQGLWLRQV XQGHU ZKLFK KH ZLOO EX\ EORFNV48
DW GDWH 31 )LQDOO\/ ZH ZLOO DQDO\]H WKH ZKROH JDPH DQG GHWHUPLQH WKH GDWH 3 HTXLW\
RZQHUVKLS VWUXFWXUHV1
$1 5 H V W U X F W X U L Q JE \’ D W H3%ORFNKROGHUV
)LUVW/ ZH DQDO\]H WKH FRQGLWLRQV XQGHU ZKLFK WKH ILUP ZLOO EH UHVWUXFWXUHG LI D
EORFNKROGHU KDV EHFRPH LQIRUPHG DERXW WKH GLVWUHVVHG ILUP¶V SURVSHFWV1 :H EHJLQ ZLWK
WKH UHVWUXFWXULQJ GHFLVLRQ RI EORFNKROGHUV +ZKHWKHU WKH 5LFK ,QYHVWRU RU DQ LQVWLWXWLRQDO
LQYHVWRU, ZKR DFTXLUHG D EORFN DW GDWH 31 /HPPD 4 LV VWUDLJKWIRUZDUG DQG FKDUDFWHUL]HV WKH
UHVWUXFWXULQJ SROLF\ RI D GDWH 3 EORFNKROGHU ZKR OHDUQVU 1 :H DVVXPH WKDW WKH EORFNKROGHU
UHVWUXFWXUHV LI KH LV LQGLIIHUHQW EHWZHHQ UHVWUXFWXULQJ DQG QRW UHVWUXFWXULQJ1
/HPPD 4= $ GDWH 3 EORFNKROGHU ZKR RZQV D EORFN RI IUDFWLRQ T / DQG ZKR OHDUQVU /








3URRI= 6HH $SSHQGL[ $1
/HPPD 5/ HPDQDWLQJ IURP $8/ VLPSOLILHV WKH DQDO\VLV DV LW JXDUDQWHHV WKDW/ LI WKHUH LV D
EORFNKROGHU/ WKHUH LV RQO\ RQH EORFNKROGHU LQ D ILUP1
/HPPD 5= $ GDWH 3 EORFNKROGHU ZLOO DFTXLUH 433( EORFNV1 +H UHVWUXFWXUHV LI DQG RQO\ LI
1 , 4 +
, 4 +





3URRI= 6HH $SSHQGL[ $1
1RWH WKDW WKHVH WZR OHPPDV LPSO\ WKDW D GDWH 3 EORFNKROGHU +LI KH KDV OHDUQHG U, ZLOO
DOZD\V LPSOHPHQW WKH VRFLDOO\ RSWLPDO UHVWUXFWXULQJ GHFLVLRQ EHFDXVH WKH GDWH 3
EORFNKROGHU EHFRPHV WKH ILUP¶V UHVLGXDO FODLPDQW +DFWXDOO\/ KH EHFRPHV LWV VROH RZQHU,1
5HVWUXFWXULQJ GHFLVLRQV/ KRZHYHU/ DUH QRW LQ JHQHUDO ILUVW0EHVW EHFDXVH WKH EORFNKROGHU/
ZKHWKHU WKH 5LFK ,QYHVWRU RU DQ LQVWLWXWLRQDO LQYHVWRU/ PD\ QRW OHDUQ U 149
%HFDXVH RI WKH DJHQF\ SUREOHP/ WKH LQVWLWXWLRQDO LQYHVWRU LV QRW DV HIILFLHQW DV WKH
5LFK ,QYHVWRU LQ OHDUQLQJ U 1 7KH 5LFK ,QYHVWRU OHDUQV U ZLWK SUREDELOLW\ S ZKLOH WKH
LQVWLWXWLRQDO LQYHVWRU OHDUQVUZLWK SUREDELOLW\ S/ +SS ! / ,1 %HFDXVH VPDOO LQYHVWRUV DUH
FRPSHWLWLYH ZKLOH WKHUH LV RQO\ RQH 5LFK ,QYHVWRU ZKR LV DVVXPHG WR KDYH DOO WKH
EDUJDLQLQJ SRZHU/ WKH 5LFK ,QYHVWRU LV DEOH WR DSSURSULDWH DOO WKH VXUSOXV JHQHUDWHG E\ WKH
LPSURYHPHQW LQ UHVWUXFWXULQJ GHFLVLRQV EURXJKW DERXW E\ KLV VXSHULRU PRQLWRULQJ DELOLW\1
7KLV LPSOLHV=
/HPPD 6= 7KH 5LFK ,QYHVWRU¶V SURILW IURP LQYHVWLQJ DOO KLV ZHDOWK DW GDWH 3 LV
1 , + , +
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3URRI= 6HH $SSHQGL[ $1
7KH 5LFK ,QYHVWRU¶V SURILW LV WKH JDLQ LQ ILUP YDOXH GXH WR WKH GLIIHUHQFH LQ KLV
DELOLW\ WR SURGXFH LQIRUPDWLRQ UHODWLYH WR WKH DELOLW\ RI WKH LQVWLWXWLRQDO LQYHVWRU WR SURGXFH
LQIRUPDWLRQ/ SS ￿ / 1 7KLV LV SRVLWLYH1
%1 7UDGLQJ $FWLYLW\ DW ’DWH 4
6R IDU/ WKH 5LFK ,QYHVWRU ZDV DVVXPHG QRW WR LQYHVW DW GDWH 41 ,QVWHDG/ KH H[KDXVWHG KLV
ZHDOWK SXUFKDVLQJ EORFNV RI VKDUHV DW GDWH 31 ,Q WKDW FDVH/ ILUPV WKDW REWDLQ IXQGV IURP
PDQ\ VPDOO LQYHVWRUV DW GDWH 3 DUH QHYHU UHVWUXFWXUHG ODWHU/ UHJDUGOHVV RI U/ XQOHVV
LQVWLWXWLRQDO LQYHVWRUV SXUFKDVH EORFNV LQ WKH GDWH 4 PDUNHW1 (YHQ LI LQVWLWXWLRQDO LQYHVWRUV
DUH QRW DV HIILFLHQW DW SURGXFLQJ LQIRUPDWLRQ DV WKH 5LFK ,QYHVWRU/ L1H1/ SS / Æ / LW LV IHDVLEOH
IRU LQVWLWXWLRQDO LQYHVWRUV WR EX\ EORFNV DW GDWH 4 LQ RUGHU WR UHVWUXFWXUH ILUPV1 3URSRVLWLRQ
4 VKRZV WKDW WKH\ ZLOO QRW GR VR1
3URSRVLWLRQ 4= ,QVWLWXWLRQDO LQYHVWRUV GR QRW DFTXLUH EORFNV DW GDWH 41
3URRI= 6HH $SSHQGL[ $14:
,QVWLWXWLRQDO LQYHVWRUV PRQLWRU LQ WKH VHQVH RI UHVWUXFWXULQJ ILUPV LQ ZKLFK WKH\ DOUHDG\
RZQ EORFNV/ EXW WKH\ GR QRW HQJDJH LQ WDNHRYHUV/ WKDW LV/ WKH GDWH 4 DFTXLVLWLRQ RI EORFN
SRVLWLRQV PDGH WR UHVWUXFWXUH ILUPV1 7KH UHDVRQ IRU WKLV LV WKDW VLQFH LQVWLWXWLRQDO LQYHVWRUV
DUH QRW VFDUFH/ WKH\ FRPSHWH DZD\ DQ\ SURILWV WKH\ PLJKW KDYH HDUQHG IURP DFTXLULQJ
EORFNV DW GDWH 4 DQG KHQFH FDQ QRW UHFRYHU WKH LQYHVWLJDWLRQ FRVWV1
7KH 5LFK ,QYHVWRU PD\ EX\ D EORFN IURP PDQ\ VPDOO LQYHVWRUV DW GDWH 4 RU IURP DQ
LQVWLWXWLRQDO LQYHVWRU1 :KHWKHU WKH PDUNHW IRU EORFN WUDQVIHUV IURP LQVWLWXWLRQDO LQYHVWRUV
WR WKH 5LFK ,QYHVWRU LV DFWLYH GHSHQGV RQ WKH LQIRUPDWLRQDO VWUXFWXUH RI WKLV PDUNHW1 ,Q WKLV
VHFWLRQ ZH DVVXPH=
$431 ,QIRUPDWLRQ 3URGXFWLRQ 1RW 2EVHUYDEOH= ,W LV QRW REVHUYDEOH ZKHWKHU DQ LQYHVWRU KDV
LQYHVWLJDWHG D ILUP RU QRW1
7KLV DVVXPSWLRQ LPSOLHV WKDW WKH PDUNHW IRU EORFN WUDQVIHUV IURP LQVWLWXWLRQDO LQYHVWRUV
WR WKH 5LFK ,QYHVWRU DW GDWH 4 LV QRW DFWLYH=
/HPPD 7= ,I $43 KROGV/ WKHQ WKH 5LFK ,QYHVWRU QHYHU EX\V D EORFN IURP DQ LQVWLWXWLRQDO
LQYHVWRU DW GDWH 41
3URRI= 6HH $SSHQGL[ $1
(VVHQWLDOO\/ WKH PDUNHW EUHDNV GRZQ GXH WR DQ LQIRUPDWLRQDO SUREOHP VLPLODU WR
$NHUORI¶V +4<:3, OHPRQV¶ SUREOHP1 7KH RQO\ UHDVRQ IRU D WUDGH EHWZHHQ WKH LQVWLWXWLRQDO
LQYHVWRU DQG WKH 5LFK ,QYHVWRU LV WKH VXSHULRU DELOLW\ RI WKH 5LFK ,QYHVWRU LQ LQYHVWLJDWLQJ
GLVWUHVVHG ILUPV1 $ SURILWDEOH WUDGH FRXOG RFFXU RQO\ EHIRUH HLWKHU VLGH KDV LQYHVWLJDWHG WKH
ILUP1 +RZHYHU/ WKH 5LFK ,QYHVWRU LV EHWWHU RII VHFUHWO\ LQYHVWLJDWLQJ ILUPV DQG WKHQ PDNLQJ
RIIHUV RQO\ IRU WKH ILUPV WKDW DUH JRRG HQRXJK WR EH UHVWUXFWXUHG/ DFTXLULQJ WKHP DW WKH
‡DYHUDJH· SULFH IRU DOO GLVWUHVVHG ILUPV DQG KHQFH EX\LQJ WKHP DW D GLVFRXQW DW WKH H[SHQVH
RI WKH LQVWLWXWLRQDO LQYHVWRU1 %\ $43/ WKHUH LV QR ZD\ IRU WKH LQVWLWXWLRQDO LQYHVWRU WR NQRZ
WKDW WKH 5LFK ,QYHVWRU KDV QRW LQYHVWLJDWHG/ DQG KHQFH WKLV SUREOHP FDQQRW EH DYRLGHG14;
$OWHUQDWLYHO\/ WKHUH PLJKW EH WUDGH LI RQH RI WKH WUDGLQJ SDUWQHUV RU ERWK LQYHVWLJDWH WKH
ILUPV EHIRUH WUDGLQJ1 %XW LQ WKLV FDVH WKHUH LV QR JDLQ IURP WUDGH VLQFH WKH FRPSDUDWLYH
DGYDQWDJH RI WKH 5LFK ,QYHVWRU LV LQ LQYHVWLJDWLQJ/ QRW LQ UHVWUXFWXULQJ RQFH U KDV EHHQ
OHDUQHG1 7KH RQO\ ZD\ IRU WKH 5LFK ,QYHVWRU WR EHQHILW IURP WUDGH WKHQ LV DW WKH H[SHQVH RI
WKH LQVWLWXWLRQDO LQYHVWRU1 +HQFH WKHUH LV QR DFWLYH EORFN PDUNHW1
7KH IROORZLQJ /HPPD IXUWKHU FKDUDFWHUL]HV WUDGH DW GDWH 4 DQG VLPSOLILHV WKH
VXEVHTXHQW DQDO\VLV=
/HPPD 8= 1R GDWH 3 EORFNKROGHU VHOOV VKDUHV RI D ILUP DW GDWH 41
3URRI= 6HH $SSHQGL[ $1
7 K HU H D V R QL VD VI R O O R Z V 1 %\ 3URSRVLWLRQ 4/ LQVWLWXWLRQDO LQYHVWRUV GR QRW DFTXLUH EORFNV DW
GDWH 4/ DQG E\ /HPPD 7 WKH 5LFK ,QYHVWRU QHYHU DFTXLUHV EORFNV IURP DQ LQVWLWXWLRQDO
LQYHVWRU1 7KHUHIRUH/ WKH RQO\ EX\HUV ZRXOG EH VPDOO LQYHVWRUV DQG WKH\ FDQQRW UHVWUXFWXUH
ILUPV1 6R/ DI L U PV R O GD WG D W H4LV NQRZQ WR EH ZRUWK 5 / 1 6HOOLQJ LW LV QRW SURILWDEOH
EHFDXVH WKH EORFNKROGHU FDQ DFKLHYH WKLV SD\RII E\ NHHSLQJ WKH ILUP DQG QRW UHVWUXFWXULQJ
LW1
&1 7KH 5LFK ,QYHVWRU¶V %HKDYLRU DW ’DWH 4 ,I +H ’RHV 1RW %HFRPH $ ’DWH 3
%ORFNKROGHU
:H QRZ WXUQ WR WKH FDVH ZKHUH WKH 5LFK ,QYHVWRU DFTXLUHV EORFNV DW GDWH 41 ,Q ZKDW
IROORZV/ ZH WHPSRUDULO\ DVVXPH WKDW KH VSHQGV DOO KLV ZHDOWK RQ DFTXLULQJ EORFNV DW GDWH 41
%HORZ ZH ZLOO FKDUDFWHUL]H ZKHQ WKDW LV KLV RSWLPDO VWUDWHJ\1 ,I WKH 5LFK ,QYHVWRU DFTXLUHV
D EORFN RI VKDUHV RI D GLVWUHVVHG ILUP DW GDWH 4/ WKHQ WKLV ILUP FDQ EH UHVWUXFWXUHG1 ,I WKH
5LFK ,QYHVWRU GRHV QRW OHDUQ U / KH DQWLFLSDWHV WKDW KH ZLOO QRW UHVWUXFWXUH/ E\ $7/ DQG
KHQFH KH GRHV QRW DFTXLUH D EORFN LQ WKLV ILUP1 ,I KH H[SHQGV UHVRXUFHV WR OHDUQU / KH PD\
DFTXLUH D EORFN RI VKDUHV LQ D GLVWUHVVHG ILUP LI KH OHDUQV U1
%\ /HPPD 7 WKH 5LFK ,QYHVWRU GRHV QRW EX\ EORFNV DW GDWH 4 IURP LQVWLWXWLRQDO
LQYHVWRUV1 ,I KH LV WR EX\ EORFNV DW GDWH 4/ KH PXVW SXUFKDVH EORFNV RI VL]H O IURP VPDOO4<
LQYHVWRUV1 $VVXPLQJ WKH 5LFK ,QYHVWRU OHDUQVU / ZKHQ ZLOO KH FKRRVH WR HQWHU WKH GDWH 4
VWRFN PDUNHW DQG EX\ D EORFN RI VL]H O" 7KH 5LFK ,QYHVWRU PXVW FKRRVH D PHDVXUH RI
GLVWUHVVHG ILUPV WR LQYHVWLJDWH/ P / DQG/ IURP DPRQJ WKRVH ILUPV IRU ZKLFK WKH 5LFK
,QYHVWRU OHDUQVU / KH PXVW FKRRVH D VXEVHW RI ILUPV LQ ZKLFK WR EX\ D EORFN RI VL]H O1 7KDW
LV/ NQRZLQJU / WKH 5LFK ,QYHVWRU PXVW FKRRVH D FXW0RII YDOXH IRUU / VD\U / VXFK WKDW KH
EX\V D EORFN LI UU t1 7KH 5LFK ,QYHVWRU¶V SUREOHP LV WR FKRRVH P DQGU WR PD[LPL]H=
ı ￿ ‡ ￿ ￿
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7KH EXGJHW FRQVWUDLQW VD\V WKDW WKH 5LFK ,QYHVWRU¶V ZHDOWK LV H[KDXVWHG E\ LQYHVWLJDWLRQ
FRVWV DQG WKH FRVWV RI EX\LQJ EORFNV RI VKDUHV1 ,I WKH 5LFK ,QYHVWRU LQYHVWLJDWHV PHDVXUH
P RI WKH GLVWUHVVHG ILUPV/ WKH FRVW LV PF1 2I WKH PHDVXUH/ P / KH OHDUQV WKH TXDOLW\ +U , IRU
RQO\ D VXEVHW/ PHDVXUH S RI WKRVH LQYHVWLJDWHG1 2I WKHVH KH RQO\ SXUFKDVHV EORFNV RI
WKRVH ZLWK UU t/ L 1 H 1/ PHDVXUH 4￿ U 1 +H SD\V 3O V L Q F HK HE X \ VDI U D F W L R QO DQG WKH
HQWLUH HTXLW\ YDOXH LV 31 (OLPLQDWLQJ P XVLQJ WKH EXGJHW FRQVWUDLQW/ WKH 5LFK ,QYHVWRU¶V
SUREOHP LV WR FKRRVH U WR PD[LPL]H=
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7KH ILUVW WHUP LQ EUDFNHWV LV WKH PHDVXUH RI GLVWUHVVHG ILUPV WKDW WKH 5LFK ,QYHVWRU +ZLWK
ZHDOWK : , FDQ LQYHVWLJDWH LI KLV SROLF\ LV WR EX\ D EORFN RI VL]H O LI DQG RQO\ LI UU t1
2EYLRXVO\/ WKLV LV LQFUHDVLQJ LI KH EX\V D VPDOOHU VHW RI ILUPV/ L1H1/ U LV KLJKHU1 :LWKLQ WKH
VDPSOH RI ILUPV UHFHLYLQJ EDG QHZV WKDW WKH 5LFK ,QYHVWRU LQYHVWLJDWHV/ KH GRHV QRW OHDUQ
WKH UHDOL]DWLRQ RI U ZLWK SUREDELOLW\ 4￿S +L1H1/ IRU WKLV IUDFWLRQ RI WKH GLVWUHVVHG ILUPV KH
OHDUQV QRWKLQJ,1 7KHQ KH GRHV QRW EX\ EORFNV LQ WKHVH ILUPV EHFDXVH KH ZRXOG QRW
UHVWUXFWXUH WKHP +E\ $7, DQG EHFDXVH/ E\ DVVXPSWLRQ/ 3/ t 5 17KH VHFRQG WHUP LQ
EUDFNHWV GHVFULEHV WKH 5LFK ,QYHVWRU¶V SD\RII ZKHQ KH OHDUQV WKH UHDOL]DWLRQ RI U +WKLV53
RFFXUV ZLWK SUREDELOLW\ S , D Q GW K H QS D \ V3WR EX\ EORFNV RI VL]H O LI UU t1 7KH FXW0RII
U GHWHUPLQHV WKH TXDOLW\ RI WKH GLVWUHVVHG ILUPV WKDW WKH 5LFK ,QYHVWRU ZLOO EX\1
/HW a U EH WKH RSWLPDO FKRLFH RI U 1
4: 7KH FXW0RII ILUP TXDOLW\ a U GHSHQGV RQ
,/ + / / O S + F DQG O/ WKH YDULDEOHV LQ WKH 5LFK ,QYHVWRU¶V RSWLPL]DWLRQ SUREOHP GHVFULEHG
DERYH1 1RWH WKDW LW GRHV QRW GHSHQG RQ G VLQFH G GRHV QRW DSSHDU LQ WKH REMHFWLYH IXQFWLRQ
GLUHFWO\ DQG/ E\ $;/ DOVR QRW LQGLUHFWO\ WKURXJK WKH GDWH 4 SULFH 31 3URSRVLWLRQ 5
FKDUDFWHUL]HV WKH 5LFK ,QYHVWRU¶V WUDGLQJ DQG UHVWUXFWXULQJ SROLF\1 ,W LV DVVXPHG WKDW WKH
PHDVXUH RI ILUPV ZLWKRXW D GDWH 3 EORFNKROGHU LV ODUJH HQRXJK WR HQVXUH WKDW WKH 5LFK
,QYHVWRU FDQQRW LQYHVWLJDWH DQG SRWHQWLDOO\ DFTXLUH DOO ILUPV WKDW UHFHLYH EDG QHZV DW GDWH
41 ,Q WKH IROORZLQJ/ ZH ZLOO GHQRWH WKH IUDFWLRQ RI ILUPV WKDW WKH 5LFK ,QYHVWRU LQYHVWLJDWHV/
,
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3URSRVLWLRQ 5= +2SWLPDO 5LFK ,QYHVWRU 5HVWUXFWXULQJ 3ROLF\, 6XSSRVH WKDW WKH 5LFK
,QYHVWRU LQYHVWV DOO KLV ZHDOWK DW GDWH 41 7KHQ/ WKH 5LFK ,QYHVWRU EX\V D IUDFWLRQ O RI D
GLVWUHVVHG ILUP DQG UHVWUXFWXUHV WKH ILUP LI DQG RQO\ LI KH OHDUQV WKDW
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3URRI= 6HH $SSHQGL[ $1
7KH 5LFK ,QYHVWRU¶V DFWLYLW\ DW GDWH 4 LPSURYHV WKH HIILFLHQF\ RI WKH UHVWUXFWXULQJ
GHFLVLRQV1 ,Q WKH DEVHQFH RI WKH 5LFK ,QYHVWRU QR ILUP WKDW KDV QR GDWH 3 EORFNKROGHU
ZRXOG EH UHVWUXFWXUHG1 7KH 5LFK ,QYHVWRU¶V DFWLYLW\ LQ WKH GDWH 4 VWRFN PDUNHW PHDQV WKDW
VRPH RI WKHVH ILUPV WKDW VKRXOG EH UHVWUXFWXUHG +IURP WKH VRFLDO SODQQHU¶V SHUVSHFWLYH, DUH
LQGHHG UHVWUXFWXUHG/ DOOHYLDWLQJ WKH SUREOHP RI LQVXIILFLHQW UHVWUXFWXULQJ1 +RZHYHU/
4: :H DVVXPH WKDW U a LV XQLTXH154
3URSRVLWLRQ 5 DOVR VKRZV DQ LQHIILFLHQF\ LQ WKH UHVWUXFWXULQJ SROLFLHV RI ILUPV WKDW KDYH QR
GDWH 3 EORFNKROGHU EXW DQ LQLWLDOO\ GLVSHUVHG RZQHUVKLS1
7R XQGHUVWDQG 3URSRVLWLRQ 5 UHFDOO WKDW WKH VRFLDOO\ RSWLPDO UHVWUXFWXULQJ SROLF\ LV WR
UHVWUXFWXUH ILUPV ZLWK TXDOLW\UU t
￿ 1 %XW/ DFFRUGLQJ WR WKH SURSRVLWLRQ/ a UU !
￿ LI O Æ4
RU 3/ ! 5 1 +HQFH WKH 5LFK ,QYHVWRU ZKHQ EHFRPLQJ DFWLYH DW GDWH 4/ XQOLNH D GDWH 3
EORFNKROGHU/ PD\ QRW UHVWUXFWXUH DOO ILUPV WKDW VKRXOG EH UHVWUXFWXUHG IURP D VRFLDO
SODQQHU¶V SHUVSHFWLYH HYHQ LI KH NQRZV WKH UHDOL]DWLRQ RI U 1 7KLV UHVXOW LV GXH WR VHYHUDO
LQHIILFLHQFLHV LQ WKH UHVWUXFWXULQJ SROLFLHV RI WKH 5LFK ,QYHVWRU DW GDWH 41
7KH ILUVW LQHIILFLHQF\ HPDQDWHV IURP WKH IDFW WKDW WKH 5LFK ,QYHVWRU PD\ QRW KDYH WKH
DELOLW\ WR DFTXLUH DOO WKH VKDUHV RI D GLVWUHVVHG ILUP1 7R LVRODWH WKLV LQHIILFLHQF\/ DVVXPH
3/   5 / L 1 H 1/ KLV SROLF\ LV QRW DIIHFWHG E\ KDYLQJ WR VKDUH VRPH RI WKH VXUSOXV IURP KLV
UHVWUXFWXULQJ DFWLYLW\ ZLWK LQYHVWRUV IURP ZKRP KH EX\V WKH VKDUHV1 7KHQ WKH 5LFK
















￿ 1 +HQFH/ WKLV LQHIILFLHQF\ LQ WKH
UHVWUXFWXULQJ SROLF\ DW GDWH 4 DULVHV EHFDXVH WKH 5LFK ,QYHVWRU FDQ RQO\ EX\ D OLPLWHG EORFN
RI VKDUHV DW GDWH 4/ ZKLFK UHGXFHV KLV HIIHFWLYHQHVV DW LPSURYLQJ ILUP YDOXH1 7KH IUDFWLRQO
GHSHQGV RQ WKH OLTXLGLW\ RI WKH GDWH 4 VHFXULW\ PDUNHW +VHH $SSHQGL[ %,1
7KH VHFRQG VRXUFH RI LQHIILFLHQF\ DULVHV IURP WKH IDFW WKDW WKH 5LFK ,QYHVWRU PD\ KDYH
WR EX\ VKDUHV DW D SULFH KLJKHU WKDQ WKHLU YDOXH LQ WKH DEVHQFH RI D UHVWUXFWXULQJ/ VKDULQJ WKH
VXUSOXV IURP KLV UHVWUXFWXULQJ DFWLYLW\ ZLWK H[LVWLQJ HTXLW\ KROGHUV +L1H1/ 3/ ! 5 ,1 7KLV PD\
EH WKH FDVH EHFDXVH VHOOHUV RI VKDUHV DQG WKH 5LFK ,QYHVWRU VSOLW WKH VXUSOXV JHQHUDWHG E\
WKH 5LFK ,QYHVWRU¶V UHVWUXFWXULQJ DFWLYLW\ LQ EDUJDLQLQJ RU EHFDXVH WKH SULFH UHIOHFWV WKH
SRVVLELOLW\ WKDW WKH 5LFK ,QYHVWRU ZLOO EX\ D EORFN DQG UHVWUXFWXUH WKH ILUP1 7KH PRGHO RI
SULFH IRUPDWLRQ SUHVHQWHG LQ $SSHQGL[ % IRUPDOL]HV WKH ODWWHU LGHD1 7KLV VHFRQG
LQHIILFLHQF\ FDQ EHVW EH VHHQ LI RQH DEVWUDFWV IURP WKH ILUVW LQHIILFLHQF\ E\ DVVXPLQJ
O  4DQG KHQFH ++ + +, + , O { 41 6XSSRVH 3/ ! 5 1 7KHQ/ WKH 5LFK ,QYHVWRU ZLOO EX\






7KH WKLUG LQHIILFLHQF\ LQ WKH UHVWUXFWXULQJ SROLFLHV RI ILUPV ZLWKRXW D GDWH 3
EORFNKROGHU VWHPV GLUHFWO\ IURP WKH 5LFK ,QYHVWRU¶V OLPLWHG ZHDOWK1 +H PD\ QRW EH DEOH WR
LQYHVWLJDWH DOO ILUPV UHFHLYLQJ EDG QHZV1 7KLV OHDGV WR D ODFN RI UHVWUXFWXULQJ RI WKRVH
ILUPV ZKLFK DUH QRW LQYHVWLJDWHG E\ WKH 5LFK ,QYHVWRU/ EXW ZKLFK KDYH UU t
￿ 1
4;
’HVSLWH WKHVH LQHIILFLHQFLHV LQ WKH UHVWUXFWXULQJ SROLFLHV RI ILUPV ZLWKRXW D GDWH 3
EORFNKROGHU/ WKHLU UHVWUXFWXULQJ SROLFLHV PD\ EH PRUH HIILFLHQW WKDQ WKH UHVWUXFWXULQJ
SROLFLHV RI ILUPV WKDW KDYH D GDWH 3 EORFNKROGHU LI WKH 5LFK ,QYHVWRU LV DFWLYH LQ WKH GDWH 4
VWRFN PDUNHW EHFDXVH SS ! / 1 %XW XQGHU ZKDW FLUFXPVWDQFHV ZLOO WKH 5LFK ,QYHVWRU EH
DFWLYH LQ WKH GDWH 4 VWRFN PDUNHW" 7KLV TXHVWLRQ LV DGGUHVVHG LQ WKH QH[W VXEVHFWLRQ1
’1 7KH 5LFK ,QYHVWRU¶V &KRLFH= %ORFNKROGLQJ DW ’DWH 3 RU ’DWH 4"
+RZ ZLOO WKH 5LFK ,QYHVWRU DOORFDWH KLV ZHDOWK= DFTXLULQJ EORFNV DW GDWH 3 RU GDWH 4"
3URSRVLWLRQ 6 JLYHV WKH DQVZHU WR WKLV TXHVWLRQ1 :H DVVXPH WKDW WKH 5LFK ,QYHVWRU DFTXLUHV
EORFNV DW GDWH 4 LI KH LV LQGLIIHUHQW EHWZHHQ DFTXLULQJ EORFNV DW GDWHV 3 DQG 41
3URSRVLWLRQ 6= +2SWLPDOLW\ RI 6WDWH0&RQWLQJHQW $OORFDWLRQ RI WKH 5LFK ,QYHVWRU¶V
:HDOWK, 6XSSRVH D ODUJH HQRXJK PHDVXUH RI ILUPV GR QRW KDYH D GDWH 3 EORFNKROGHU VR
WKDW WKH 5LFK ,QYHVWRU FRXOG IHDVLEO\ LQYHVW DOO KLV ZHDOWK DW GDWH 4 LQ GLVWUHVVHG ILUPV
WKDW KDG QR EORFNKROGHU DW GDWH 31 7KHQ WKH 5LFK ,QYHVWRU FKRRVHV WR LQYHVW DOO KLV
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1 ,I KH FDQQRW VSHQG DOO KLV
ZHDOWK DW GDWH 4/ KH LQYHVWV DV PXFK RI KLV ZHDOWK DV SRVVLEOH DW GDWH 4 DQG WKH
UHPDLQGHU LQ GDWH 3 EORFNV LI DQG RQO\ LI +-, KROGV1
3URRI= 6HH $SSHQGL[ $1
4; ,I WKHUH DUH VXIILFLHQWO\ IHZ ILUPV KDYLQJ QR GDWH 3 EORFNKROGHU/ WKLV VRXUFH RI LQHIILFLHQF\ LV DEVHQW1 7KH56
&RQGLWLRQ +-, VLPSO\ FRPSDUHV WKH 5LFK ,QYHVWRU¶V SURILW IURP HDFK VWUDWHJ\/ LQYHVWLQJ
DW GDWH 3 YHUVXV LQYHVWLQJ DW GDWH 41 7KH 3URSRVLWLRQ KDV RQH NH\ LQVLJKW WKDW LV GLVFXVVHG
LQ WKH IRUP RI D &RUROODU\1
&RUROODU\ 4= 7KH 5LFK ,QYHVWRU SUHIHUV WR LQYHVW KLV ZHDOWK LQ WKH GDWH 4 VWRFN PDUNHW LI
DQG RQO\ LI G G d / ZKHUH WKH FULWLFDO YDOXH/ G / GHSHQGV RQO\ RQ H[RJHQRXV
SDUDPHWHUV1
3URRI= 6HH $SSHQGL[ $1
&RUROODU\ 4 IRUPDOL]HV D EDVLF SRLQW1 ,I WKH 5LFK ,QYHVWRU EX\V D SRVLWLRQ DW GDWH 3/ KH
LV ZDVWLQJ KLV DJHQF\0FRVW IUHH FDSLWDO EHFDXVH KH LV LQYHVWLQJ HYHQ LQ WKH JRRG VWDWH LQ
ZKLFK WKHUH LV QR DJHQF\ FRQIOLFW1 7KHQ KLV PRQLWRULQJ DQG UHVWUXFWXULQJ DFWLYLW\ LV QRW
QHHGHG1 $Q DJHQF\ FRQIOLFW DULVHV RQO\ LQ WKH EDG VWDWH DW GDWH 41 ,I WKHUH LV D VXIILFLHQWO\
ODUJH FKDQFH WKDW WKH ILUP ZLOO UHFHLYH JRRG QHZV +EH LQ WKH JRRG VWDWH, DW GDWH 4/ DQG
KHQFH QRW QHHG D UHVWUXFWXULQJ/ WKH 5LFK ,QYHVWRU LV EHWWHU RII GHSOR\LQJ KLV ZHDOWK DW GDWH
4/ FRQWLQJHQW RQ QHZV WKDW WKH DJHQF\ FRQIOLFW PDWWHUV= KHUH/ FRQWLQJHQW RQ EDG QHZV
DUULYLQJ1 +RZHYHU/ EHFDXVH GDWH 4 EORFNKROGLQJ LV DVVRFLDWHG ZLWK WKH LQHIILFLHQFLHV
GHVFULEHG LQ 3URSRVLWLRQ 5/ WKH 5LFK ,QYHVWRU SUHIHUV WR LQYHVW KLV ZHDOWK DW GDWH 3 LI WKH
FKDQFH RI EDG QHZV DUULYLQJ LV ODUJH HQRXJK1
&OHDUO\/ LI WKH 5LFK ,QYHVWRU¶V ZHDOWK LV YHU\ OLPLWHG/ KH LQYHVWV RQO\ LQ GDWH 4
EORFNV1
4< ,I WKH 5LFK ,QYHVWRU FDQQRW LQYHVWLJDWH DOO ILUPV UHFHLYLQJ EDG QHZV DQG WKHQ
DFTXLUH EORFNV LQ DOO WKH DWWUDFWLYH ILUPV WKDW KH LQYHVWLJDWHG/ LQYHVWLQJ D PDUJLQDO GROODU DW
GDWH 3 LPSOLHV WKDW KH KDV WR IRUJR WKH PRUH DWWUDFWLYH UHWXUQ LQ WKH GDWH 4 VWRFN PDUNHW1
,91 7KH )LUPV¶ ’DWH 3 (TXLW\ 2ZQHUVKLS 6WUXFWXUH
,Q WKH ODVW VHFWLRQ/ ZH LVRODWHG WKH GHWHUPLQDQWV RI WKH 5LFK ,QYHVWRU¶V GHFLVLRQ
DERXW WKH DOORFDWLRQ RI KLV ZHDOWK EHWZHHQ GDWHV 3 DQG 41 7KH 5LFK ,QYHVWRU¶V LQYHVWPHQW
QXPEHU RI ILUPV ZLWK LQLWLDOO\ GLVSHUVHG RZQHUVKLS LV HQGRJHQRXV DQG GHWHUPLQHG EHORZ157
FKRLFH DIIHFWV DQG LV DIIHFWHG E\ WKH ILUPV¶ LQLWLDO HTXLW\ RZQHUVKLS VWUXFWXUHV/ ZKLFK DUH
DQDO\]HG LQ WKLV VHFWLRQ1 :H VKRZ WKDW WKHUH LV D YDULHW\ RI HTXLW\ RZQHUVKLS VWUXFWXUHV
WKDW FDQ RFFXU/ HYHQ WKRXJK DOO ILUPV DUH LGHQWLFDO DV RI GDWH 31
$1 7KH &RH[LVWHQFH RI %ORFN 2ZQHUVKLS DQG ’LVSHUVHG 2ZQHUVKLS
,I WKH 5LFK ,QYHVWRU LV QRW DFWLYH LQ WKH GDWH 4 VWRFN PDUNHW/ L1H1/ WKHUH LV QR WDNHRYHU
PDUNHW/ WKHQ D SROLF\ RI LVVXLQJ VKDUHV WR PDQ\ VPDOO LQYHVWRUV LV VWULFWO\ GRPLQDWHG1 $OO
ILUPV ZLOO EH RZQHG DW GDWH 3 E\ EORFNKROGHUV +WKH 5LFK ,QYHVWRU RU LQVWLWXWLRQDO LQYHVWRUV,1
7KH UHDVRQ LV WKDW LI WKH 5LFK ,QYHVWRU LV QRW DFWLYH LQ WKH GDWH 4 VWRFN PDUNHW/ ILUPV WKDW
KDYH QR GDWH 3 EORFNKROGHU DUH QHYHU UHVWUXFWXUHG1 +RZHYHU/ LI WKH 5LFK ,QYHVWRU LV DFWLYH
LQ WKH GDWH 4 VWRFN PDUNHW/ WKH UHVWUXFWXULQJ SROLF\ LPSOHPHQWHG LQ D ILUP WKDW KDV QR GDWH
3 EORFNKROGHU PD\ EHFRPH VXIILFLHQWO\ HIILFLHQW WR LQGXFH ILUPV WR KDYH DQ LQLWLDOO\
GLVSHUVHG RZQHUVKLS1 7KH IROORZLQJ 3URSRVLWLRQ FKDUDFWHUL]HV WKH XQLTXH HTXLOLEULXP LQ
WKH SHUKDSV PRVW LQWHUHVWLQJ SDUDPHWHU UHJLRQ1 ,W VKRZV WKDW ILUPV ZLWK GLVSHUVHG DQG
FRQFHQWUDWHG RZQHUVKLS FDQ FRH[LVW DOWKRXJK DOO ILUPV DUH LGHQWLFDO1 ,W LV DVVXPHG WKDW
ILUPV KDYH QR GDWH 3 EORFNKROGHU LI WKHLU YDOXH LV LGHQWLFDO ZLWK DQG ZLWKRXW D GDWH 3
EORFNKROGHU1
3URSRVLWLRQ 7= 6XSSRVH FRQGLWLRQ +-, KROGV1 ,I WKH 5LFK ,QYHVWRU¶V ZHDOWK LV VFDUFH VXFK
WKDW @ , a 4 + > 3 F : O U S G ￿ ￿ Æ DQG LI
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O U S , a 4 +
4 RI ILUPV LVVXH VKDUHV RQO\ WR LQGLYLGXDO
VPDOO LQYHVWRUV DQG D PHDVXUH 4￿
￿ [ RI ILUPV LVVXH VKDUHV WR DQ LQVWLWXWLRQDO LQYHVWRU DW
4< 6HFWLRQ ,9 HQGRJHQL]HV WKH QXPEHU RI ILUPV KDYLQJ QR GDWH 3 EORFNKROGHU1 ,Q WKDW VHFWLRQ/ 3URSRVLWLRQ 7
JLYHV DQ XSSHU ERXQG RQ WKH ZHDOWK RI WKH 5LFK ,QYHVWRU WKDW IRUPDOL]HV LWV VFDUFLW\158
GDWH 31
3URRI= 6HH $SSHQGL[ $1
7KH 3URSRVLWLRQ VKRZV WKDW ILUPV ZLWK DQG ZLWKRXW D GDWH 3 EORFNKROGHU FDQ FRH[LVW
HYHQ WKRXJK DOO ILUPV DUH LGHQWLFDO1 7KH VLWXDWLRQ LV SRUWUD\HG LQ )LJXUH 51
53 1RWH WKDW WKH
HIILFLHQF\ RI WKH UHVWUXFWXULQJ GHFLVLRQV PDGH E\ DQ LQVWLWXWLRQDO LQYHVWRU GRHV QRW GHSHQG
RQ WKH IUDFWLRQ RI ILUPV KDYLQJ QR GDWH 3 EORFNKROGHU1 +HQFH/ LQ )LJXUH 5/ WKH HTXLW\ YDOXH
IRU ILUPV REWDLQLQJ IXQGV IURP LQVWLWXWLRQDO LQYHVWRUV LV D KRUL]RQWDO OLQH1 +RZHYHU/ WKH
HIILFLHQF\ RI WKH UHVWUXFWXULQJ SROLFLHV LQ ILUPV WKDW KDYH QR GDWH 3 EORFNKROGHU GHFUHDVHV
LQ WKH IUDFWLRQ RI ILUPV WKDW KDYH QR GDWH 3 EORFNKROGHU1 ,Q SDUWLFXODU/ WKH ODUJHU WKH
IUDFWLRQ RI ILUPV KDYLQJ QR GDWH 3 EORFNKROGHU/ WKH PRUH OLNHO\ LW LV WKDW DQ LQGLYLGXDO ILUP
ZLOO QRW EH LQYHVWLJDWHG E\ WKH 5LFK ,QYHVWRU DIWHU WKH ILUP KDV UHFHLYHG EDG QHZV1 7KLV LV
EHFDXVH WKH 5LFK ,QYHVWRU¶V ZHDOWK LV OLPLWHG1
54 7KH IUDFWLRQ RI ILUPV WKDW KDYH QR GDWH 3
EORFNKROGHU DGMXVWV VXFK WKDW DOO ILUPV DUH LQGLIIHUHQW EHWZHHQ REWDLQLQJ IXQGV IURP DQ
LQVWLWXWLRQDO LQYHVWRU DQG IURP LQGLYLGXDO VPDOO LQYHVWRUV1 1RWLFH WKDW WDNHRYHUV RFFXU RQO\
EHFDXVH WKH VXSHULRU PRQLWRULQJ DELOLW\ RI WKH 5LFK ,QYHVWRU/ ZKR LV DFWLYH LQ WKH WDNHRYHU
PDUNHW/ FRPSHQVDWHV IRU WKH LQHIILFLHQFLHV DVVRFLDWHG ZLWK VWDWH0FRQWLQJHQW EORFNKROGLQJ
GHVFULEHG LQ 3URSRVLWLRQ 51
)RU FRH[LVWHQFH WR RFFXU/ FRQGLWLRQV +--, DQG +---, PXVW EH VDWLVILHG1 &RQGLWLRQ +--,
VD\V WKDW WKH YDOXH RI D ILUP ZLWK LQLWLDOO\ GLVSHUVHG RZQHUVKLS +ZLWKRXW D GDWH 3
EORFNKROGHU, LV VPDOOHU WKDQ WKDW RI D ILUP ZLWK DQ LQVWLWXWLRQDO GDWH 3 EORFNKROGHU LI DOO
ILUPV KDYH DQ LQLWLDOO\ GLVSHUVHG RZQHUVKLS1 7KHQ/ WKH SUREDELOLW\ WKDW DQ LQGLYLGXDO ILUP LV
LQYHVWLJDWHG E\ WKH 5LFK ,QYHVWRU DIWHU UHFHLYLQJ EDG QHZV DW GDWH 4 LV DV ORZ DV SRVVLEOH1 ,I
GHVSLWH WKLV ORZ SUREDELOLW\ RI LQYHVWLJDWLRQ ILUPV ZRXOG SUHIHU WR UHO\ RQ WKH WDNHRYHU
PHFKDQLVP IRU PRQLWRULQJ/ QR ILUP ZRXOG UHO\ RQ WKH PRQLWRULQJ RI DQ LQVWLWXWLRQDO GDWH 3
EORFNKROGHU1
53 7KH H[SOLFLW VROXWLRQ IRU
- [ LV JLYHQ LQ 3URSRVLWLRQ ;1
54 ,I @ , a 4 + > 3 F : O U S G ￿ ￿ t DQG +-, KROGV/ WKHQ ILUPV ZLWK DQG ZLWKRXW GDWH 3 EORFNKROGHU FDQQRW FRH[LVW1
7KH UHDVRQ LV WKDW WKHQ DQ\ ILUP WKDW KDV QR GDWH 3 EORFNKROGHU ZLOO EH LQYHVWLJDWHG IRU VXUH E\ WKH 5LFK
,QYHVWRU DW GDWH 41 7KXV/ LI +---, KROGV/ QR ILUP KDV D GDWH 3 EORFNKROGHU1 ,I +---, GRHV QRW KROG/ DOO ILUPV
KDYH D GDWH 3 EORFNKROGHU159
&RQGLWLRQ +---, VD\V WKDW WKH YDOXH RI D ILUP ZLWK DQ LQVWLWXWLRQDO GDWH 3 EORFNKROGHU
LV QRW ODUJHU WKDQ WKH YDOXH RI D ILUP ZLWK LQLWLDOO\ GLVSHUVHG RZQHUVKLS +ZLWKRXW D GDWH 3
EORFNKROGHU, HYHQ LI WKHUH DUH VR IHZ ILUPV ZLWK LQLWLDOO\ GLVSHUVHG RZQHUVKLS WKDW HDFK RI
WKHP LV JXDUDQWHHG WR EH LQYHVWLJDWHG E\ WKH 5LFK ,QYHVWRU DIWHU UHFHLYLQJ EDG QHZV DW GDWH
41 ,I GHVSLWH WKLV PD[LPDO SUREDELOLW\ RI DQ LQYHVWLJDWLRQ E\ WKH 5LFK ,QYHVWRU ILUPV ZRXOG
SUHIHU WR UHO\ RQ LQVWLWXWLRQDO PRQLWRULQJ/ QR ILUP ZRXOG KDYH DQ LQLWLDOO\ GLVSHUVHG
RZQHUVKLS1
&RH[LVWHQFH RI LQWHUPHGLDWHG DQG QRQLQWHUPHGLDWHG ILQDQFH 0 LQ WKH GHEW PDUNHW 0 KDV
EHHQ VKRZQ LQ PRGHOV ZLWK KHWHURJHQHRXV ILUPV1 )RU LQVWDQFH/ &KHPPDQXU DQG )XOJKLHUL
+4<<7, GHYHORS D PRGHO LQ ZKLFK ILUPV WKDW DUH PRUH OLNHO\ WR EHFRPH GLVWUHVVHG REWDLQ
ORDQV IURP ILQDQFLDO LQWHUPHGLDULHV ZKLOH WKH RWKHU ILUPV LVVXH ERQGV WR PDQ\ VPDOO
LQYHVWRUV1 ,Q FRQWUDVW WR WKDW OLWHUDWXUH/ ZH REWDLQ FRH[LVWHQFH RI ILQDQFLDO LQWHUPHGLDULHV
DQG VHFXULWLHV PDUNHWV DOWKRXJK DOO ILUPV DUH LGHQWLFDO1 ,Q WKH HTXLOLEULXP GHVFULEHG LQ
3URSRVLWLRQ 7/ WKH 5LFK ,QYHVWRU GHSOR\V KLV DJHQF\0FRVW IUHH FDSLWDO LQ WKH GDWH 4 VWRFN
PDUNHW1 +HQFH/ LQIRUPDWLRQ SURGXFWLRQ LV PRUH HIILFLHQW IRU ILUPV LVVXLQJ VKDUHV WR PDQ\
VPDOO LQYHVWRUV DW GDWH 3 LI WKH 5LFK ,QYHVWRU LQYHVWLJDWHV WKHVH ILUPV DW GDWH 41 +RZHYHU/
LQVWLWXWLRQDO LQYHVWRUV KROG D ODUJHU EORFN DQG GR QRW KDYH WR VKDUH WKH VXUSOXV IURP WKHLU
UHVWUXFWXULQJ DFWLYLW\ ZLWK RWKHU LQYHVWRUV1 +HQFH/ WKH\ PDNH WKH EHWWHU GHFLVLRQV RQFH WKH\
EHFRPH LQIRUPHG DERXW WKH ILUP¶V TXDOLW\1
,I D ILUP ZDV FHUWDLQ WKDW WKH 5LFK ,QYHVWRU ZRXOG LQYHVWLJDWH LW RQFH LW UHFHLYHG EDG
QHZV/ LW ZRXOG VWULFWO\ SUHIHU REWDLQLQJ IXQGV IURP LQGLYLGXDO VPDOO LQYHVWRUV RYHU
REWDLQLQJ IXQGV IURP LQVWLWXWLRQDO LQYHVWRUV1 7KH LQGLIIHUHQFH RI ILUPV EHWZHHQ GLVSHUVHG
DQG FRQFHQWUDWHG RZQHUVKLS DULVHV EHFDXVH H[ DQWH D ILUP WKDW REWDLQV IXQGV IURP
LQGLYLGXDO VPDOO LQYHVWRUV WDNHV LQWR DFFRXQW WKH OLNHOLKRRG RI UHFHLYLQJ EDG QHZV/ EXW DOVR
RI QRW EHLQJ LQYHVWLJDWHG E\ WKH 5LFK ,QYHVWRU LQ WKDW HYHQW1
%1 2QO\ %ORFN 2ZQHUVKLS RU 2QO\ ’LVSHUVHG 2ZQHUVKLS
,I WKH UHVWUXFWXULQJ SROLF\ LPSOHPHQWHG E\ WKH 5LFK ,QYHVWRU LV VXIILFLHQWO\ PRUH
HIILFLHQW WKDQ WKDW LPSOHPHQWHG E\ DQ LQVWLWXWLRQDO LQYHVWRU/ WKHQ DOO ILUPV KDYH DQ LQLWLDOO\
GLVSHUVHG RZQHUVKLS/ DQG WKHUH DUH QR LQVWLWXWLRQDO EORFNKROGHUV1 2Q WKH RWKHU KDQG/ LW PD\
EH WKH FDVH WKDW DOO ILUPV SUHIHU WR KDYH D EORFNKROGHU DW GDWH 31 7KLV FDQ RFFXU LI WKH5:
LQHIILFLHQFLHV LQ WKH UHVWUXFWXULQJ SROLF\ LPSOHPHQWHG E\ WKH 5LFK ,QYHVWRU DW GDWH 4+ VHH
6HFWLRQ ,,,1&, DUH SDUWLFXODUO\ VHYHUH1 ,Q WKDW FDVH/ QR ILUP ZDQWV WR UHO\ RQ WKH
UHVWUXFWXULQJ SROLF\ RI WKH 5LFK ,QYHVWRU DW GDWH 4 HYHQ LI LW LV JXDUDQWHHG WKDW WKH 5LFK
,QYHVWRU ZLOO LQYHVWLJDWH DOO ILUPV ZLWK LQLWLDOO\ GLVSHUVHG RZQHUVKLS DIWHU EDG QHZV DUULYDO
DW GDWH 4 EHFDXVH WKHUH DUH VR IHZ RI WKHP1 8QGHUVWDQGLQJ WKLV/ WKH 5LFK ,QYHVWRU ZLOO EX\
EORFNV RQO\ DW GDWH 31 7KHVH UHVXOWV DUH VXPPDUL]HG LQ 3URSRVLWLRQ 81
55
3URSRVLWLRQ 8= ,I +-, KROGV DQG +--, GRHV QRW KROG/ WKHQ QR ILUP KDV D GDWH 3 EORFNKROGHU1
,I +---, GRHV QRW KROG/ WKHQ DOO ILUPV KDYH D GDWH 3 EORFNKROGHU/ DQG WKH 5LFK ,QYHV0
WRU LQYHVWV DOO KLV ZHDOWK LQ GDWH 3 EORFNV1
3URRI= 6HH $SSHQGL[ $1
5HFDOO WKDW LI WKH 5LFK ,QYHVWRU LV QRW DFWLYH LQ WKH GDWH 4 VWRFN PDUNHW/ ILUPV WKDW KDYH
QR GDWH 3 EORFNKROGHU DUH QHYHU UHVWUXFWXUHG1 7KHQ/ KDYLQJ DQ LQLWLDOO\ GLVSHUVHG
RZQHUVKLS LV DOZD\V OHVV HIILFLHQW LQ WHUPV RI UHVWUXFWXULQJ GHFLVLRQV DQG VWULFWO\
GRPLQDWHG E\ KDYLQJ D GDWH 3 EORFNKROGHU/ HYHQ LI KH LV DQ LQVWLWXWLRQDO LQYHVWRU1 7KLV LV
IRUPDOL]HG LQ=
3URSRVLWLRQ 9= 6XSSRVH FRQGLWLRQ +-, GRHV QRW KROG1 7KHQ DOO ILUPV KDYH D GDWH 3
EORFNKROGHU1
3URRI= 6HH $SSHQGL[ $1
&1 7KH 5LFK ,QYHVWRU¶V 0RQLWRULQJ $GYDQWDJH DQG (TXLW\ 2ZQHUVKLS 6WUXFWXUHV
7KH ILUPV¶ LQLWLDO RZQHUVKLS VWUXFWXUHV GHSHQG RQ WKH GHJUHH RI PRQLWRULQJ WKDW
LQVWLWXWLRQDO LQYHVWRUV FDQ RIIHU GHVSLWH WKH DJHQF\ FRQIOLFW WKH\ VXIIHU IURP1
55 &RQGLWLRQV +--, DQG +---, DUH IURP 3URSRVLWLRQ 71 &RQGLWLRQ +-, LV IURP 3URSRVLWLRQ 615;
3URSRVLWLRQ := $OO ILUPV KDYH D GDWH 3 EORFNKROGHU LI
1 a
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a ILUPV ZLWK DQG ZLWKRXW D GDWH 3
EORFNKROGHU FRH[LVW1 ,I +-, KROGV DQG / / S S d / QR ILUP KDV D GDWH 3 EORFNKROGHU1
3URRI= 6HH $SSHQGL[ $1
7KH LQWXLWLRQ EHKLQG WKLV UHVXOW LV DV IROORZV= ,I WKH LQVWLWXWLRQDO LQYHVWRUV DUH YHU\ EDG DW
PRQLWRULQJ + / / S S d ,/ WKHQ DOO ILUPV SUHIHU WR UHO\ RQ WKH VWDWH0FRQWLQJHQW EORFNKROGLQJ
RI WKH 5LFK ,QYHVWRU DQG KDYH DQ LQLWLDOO\ GLVSHUVHG RZQHUVKLS VWUXFWXUH1 $OWKRXJK DQ
LQGLYLGXDO ILUP¶V FKDQFH RI EHLQJ UHVWUXFWXUHG E\ WKH 5LFK ,QYHVWRU LV ORZ VLQFH DOO ILUPV
UHO\ RQ KLV VFDUFH PRQLWRULQJ UHVRXUFHV/ ILUPV DUH VWLOO EHWWHU RII ZKHQ WKH\ UHO\ RQ KLV
PRQLWRULQJ WKDQ ZKHQ WKH\ UHO\ RQ WKH LQHIILFLHQW PRQLWRULQJ E\ DQ LQVWLWXWLRQDO GDWH 3
EORFNKROGHU1 2I FRXUVH/ IRU ILUPV WR EH ZLOOLQJ WR KDYH QR GDWH 3 EORFNKROGHU DQG LQVWHDG
UHO\ RQ WKH 5LFK ,QYHVWRU¶V VWDWH0FRQWLQJHQW EORFNKROGLQJ/ WKH 5LFK ,QYHVWRU PXVW SUHIHU
WR DOORFDWH KLV ZHDOWK LQ D VWDWH0FRQWLQJHQW ZD\1 7KLV LV WKH FDVH LI +-, LV VDWLVILHG1
,I WKH LQVWLWXWLRQDO LQYHVWRUV DUH QHLWKHU SDUWLFXODUO\ JRRG QRU SDUWLFXODUO\ EDG DW
PRQLWRULQJ + / / / S S S a d Æ ,/ WKHQ ILUPV ZLWK DQG ZLWKRXW D GDWH 3 EORFNKROGHU FRH[LVW1
7KH QXPEHU RI ILUPV KDYLQJ DQ LQLWLDOO\ GLVSHUVHG RZQHUVKLS VWUXFWXUH DGMXVWV VR WKDW
ILUPV DUH LQGLIIHUHQW EHWZHHQ LQLWLDOO\ GLVSHUVHG DQG FRQFHQWUDWHG RZQHUVKLS1
)LQDOO\/ QR ILUP KDV DQ LQLWLDOO\ GLVSHUVHG RZQHUVKLS VWUXFWXUH LI LQVWLWXWLRQDO
LQYHVWRUV DUH VXIILFLHQWO\ HIIHFWLYH DW PRQLWRULQJ + / / S S a ! ,1 7KHQ HQWUHSUHQHXUV SUHIHU WR
UHO\ RQ WKH SHUPDQHQW PRQLWRULQJ E\ WKH LQVWLWXWLRQDO LQYHVWRUV UDWKHU WKDQ WKH WDNHRYHU
PHFKDQLVP IRU ILUPV ZLWK GLVSHUVHG RZQHUVKLS 0 HYHQ LI WKH 5LFK ,QYHVWRU ZRXOG SUHIHU WR
EX\ EORFNV DW GDWH 41 :KLOH WKH 5LFK ,QYHVWRU LV D OLWWOH EHWWHU DW LQIRUPDWLRQ SURGXFWLRQ/
WKH LQHIILFLHQFLHV DVVRFLDWHG ZLWK VWDWH0FRQWLQJHQW EORFNKROGLQJ E\ WKH 5LFK ,QYHVWRU5<
GHPRQVWUDWHG LQ 3URSRVLWLRQ 5 PDNH LW PRUH DWWUDFWLYH WR KDYH DQ LQVWLWXWLRQDO GDWH 3
EORFNKROGHU1
’1 (TXLW\ 2ZQHUVKLS 6WUXFWXUH DQG WKH /LNHOLKRRG RI ’LVWUHVV
$ FULWLFDO SDUDPHWHU RI WKH PRGHO LV WKH SUREDELOLW\ RI ILUPV EHFRPLQJ GLVWUHVVHG1
$ GLVWUHVVHG ILUP PD\ QHHG D EORFNKROGHU WR LPSOHPHQW D UHVWUXFWXULQJ DJDLQVW
PDQDJHPHQW¶V ZLOO1 $V ZH VDZ LQ &RUROODU\ 4/ WKH 5LFK ,QYHVWRU¶V RSWLPDO LQYHVWPHQW
VWUDWHJ\ LV LQWLPDWHO\ UHODWHG WR WKLV SUREDELOLW\1 ,W LV DOVR DQ LPSRUWDQW GHWHUPLQDQW RI WKH
LQLWLDO HTXLW\ RZQHUVKLS VWUXFWXUH1
3URSRVLWLRQ ;= 6XSSRVH WKDW G G ￿ d ZKHUH ￿ G VROYHV WKH IROORZLQJ HTXDWLRQ=
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7KHQ QR ILUP KDV D GDWH 3 EORFNKROGHU1 6XSSRVH G G G d Æ ￿ ZKHUH G ZDV GHILQHG LQ
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Æ 31 ,I GG !/ DOO
ILUPV KDYH D GDWH 3 EORFNKROGHU1
3URRI= 6HH $SSHQGL[ $1
,I WKH SUREDELOLW\ RI EDG QHZV DUULYLQJ LV YHU\ ORZ +RI FRXUVH/ WKLV FULWLFDO SUREDELOLW\
GHSHQGV RQ WKH RWKHU SDUDPHWHUV RI WKH PRGHO,/ KDYLQJ DQ LQLWLDOO\ GLVSHUVHG RZQHUVKLS DQG
KRSLQJ WR EH LQYHVWLJDWHG E\ WKH 5LFK ,QYHVWRU DW GDWH 4 LV YHU\ DWWUDFWLYH1 (YHQ LI DOO ILUPV
KDYH DQ LQLWLDOO\ GLVSHUVHG RZQHUVKLS/ WKLV LV PRUH SURILWDEOH WKDQ REWDLQLQJ IXQGV IURP DQ
LQVWLWXWLRQDO LQYHVWRU1 7KLV LV EHFDXVH IRU D ORZ G WKHUH LV D KLJK SUREDELOLW\ RI EHLQJ
LQYHVWLJDWHG E\ WKH 5LFK ,QYHVWRU GHVSLWH KLV OLPLWHG ZHDOWK1 7KH UHDVRQ LV WKDW WKHUH DUH VR
IHZ GLVWUHVVHG ILUPV ZLWK GLVSHUVHG RZQHUVKLS WKDW WKH 5LFK ,QYHVWRU FDQ LQYHVWLJDWH1 )RU
DQ LQWHUPHGLDWH SUREDELOLW\ RI EDG QHZV DUULYDO/ WKH 5LFK ,QYHVWRU VWLOO LQYHVWV DOO KLV ZHDOWK63
LQ DFTXLULQJ GDWH 4 EORFNV1 +RZHYHU/ WKH PRUH ILUPV REWDLQ QRQLQWHUPHGLDWHG ILQDQFH/ WKH
ORZHU LV WKH SUREDELOLW\ IRU HDFK LQGLYLGXDO ILUP WKDW WKH 5LFK ,QYHVWRU ZLOO LQYHVWLJDWH LW
DIWHU EDG QHZV DUULYHV DW GDWH 41 7R HQVXUH WKDW ILUPV DUH LQGLIIHUHQW EHWZHHQ LQWHUPHGLDWHG
DQG QRQLQWHUPHGLDWHG ILQDQFH/ WKH SUREDELOLW\ WKDW WKH 5LFK ,QYHVWRU LQYHVWLJDWHV DQ
LQGLYLGXDO ILUP DIWHU EDG QHZV DUULYHV DW GDWH 4 PXVW EH D SDUWLFXODU QXPEHU1 +HQFH/ LI WKH
PHDVXUH RI ILUPV WKDW EHFRPH GLVWUHVVHG +G , LQFUHDVHV/ WKH PHDVXUH RI ILUPV ZLWK LQLWLDOO\
GLVSHUVHG RZQHUVKLS + [
￿, PXVW GHFUHDVH1 )LQDOO\/ LI WKH SUREDELOLW\ RI EDG QHZV DUULYDO LV
VXIILFLHQWO\ KLJK/ WKH 5LFK ,QYHVWRU LQYHVWV DOO KLV ZHDOWK LQ GDWH 3 EORFNV1 7KHQ KDYLQJ QR
GDWH 3 EORFNKROGHU LV GRPLQDWHG EHFDXVH D ILUP ZLWKRXW D GDWH 3 EORFNKROGHU LV QHYHU
UHVWUXFWXUHG1
91 7KH 5ROH DQG ,PSRUWDQFH RI $Q $FWLYH %ORFN 0DUNHW DW ’DWH 4
,Q WKLV VHFWLRQ/ ZH DVVXPH WKDW WKH EORFN PDUNHW DW GDWH 4 LV DFWLYH/ L1H1/ ZH UHYHUVH
DVVXPSWLRQ $43 DQG DVVXPH LQVWHDG=
$43%1 2EVHUYDEOH ,QIRUPDWLRQ 3URGXFWLRQ1 ,W LV REVHUYDEOH ZKHWKHU DQ LQYHVWRU KDV
LQYHVWLJDWHG D ILUP RU QRW1
1RZ WKH 5LFK ,QYHVWRU PD\ EX\ D EORFN IURP DQ LQVWLWXWLRQDO LQYHVWRU DW GDWH 41 7KH SULFH
LV IRUPHG VXFK WKDW WKH LQVWLWXWLRQDO LQYHVWRU PDNHV DV PXFK PRQH\ E\ VHOOLQJ WKH EORFN DV
E\ KROGLQJ RQ WR LW1 7KLV LV EHFDXVH LQVWLWXWLRQDO LQYHVWRUV DUH FRPSHWLWLYH DQG PDNH ]HUR
SURILWV1
/HPPD 9= 6XSSRVH $43% KROGV1 ,I WKH 5LFK ,QYHVWRU EX\V D EORFN DW GDWH 4 IURP DQ
LQVWLWXWLRQDO LQYHVWRU/ KH EX\V EHIRUH KH RU WKH LQVWLWXWLRQDO LQYHVWRU KDV LQYHVWLJDWHG
WKH ILUP1
3URRI= 6HH $SSHQGL[ $1
,I WKH 5LFK ,QYHVWRU LQYHVWLJDWHG EHIRUH KH ERXJKW D ILUP/ WKH PDUNHW IRU EORFN WUDQVIHUV
EHWZHHQ LQVWLWXWLRQDO LQYHVWRUV DQG WKH 5LFK ,QYHVWRU ZRXOG EHFRPH LQDFWLYH IRU WKH64
UHDVRQV WKDW ZHUH GLVFXVVHG DIWHU /HPPD 71 )RU WUDGH EHWZHHQ DQ LQVWLWXWLRQDO LQYHVWRU
DQG WKH 5LFK ,QYHVWRU WR RFFXU/ WKH LQVWLWXWLRQDO LQYHVWRU PXVW EH FRQILGHQW WKDW WKH 5LFK
,QYHVWRU KDV QRW VHFUHWO\ LQYHVWLJDWHG WKH ILUP EHIRUH KH PDNHV DQ RIIHU WR EX\ LW1 7KLV LV
SRVVLEOH EHFDXVH LW LV REVHUYDEOH ZKHWKHU WKH ULFK ,QYHVWRU LQYHVWLJDWHV D ILUP RU QRW1
/HPPD := 6XSSRVH $43% KROGV1 ,I WKH 5LFK ,QYHVWRU EX\V D EORFN IURP DQ LQVWLWXWLRQDO
LQYHVWRU DW GDWH 4/ WKHQ KH SD\V +SHU PHDVXUH 4 RI ILUPV, WKH SULFH 3
,, ZKHUH
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3URRI= 6HH $SSHQGL[ $1
:LWK WKHVH SUHOLPLQDU\ UHVXOWV ZH FDQ QRZ LQYHVWLJDWH KRZ WKH 5LFK ,QYHVWRU DQG WKH
LQVWLWXWLRQDO LQYHVWRUV LQWHUDFW DW GDWH 41
$1 7 K H5 L F K, Q Y H V W R UD Q GW K H’ D W H4%ORFN 0DUNHW
2SHQLQJ WKH PDUNHW IRU EORFN WUDGHV EHWZHHQ LQVWLWXWLRQDO LQYHVWRUV DQG WKH 5LFK
,QYHVWRU PDNHV WKH GDWH 3 LQYHVWPHQW VWUDWHJ\ VXERSWLPDO IRU WKH 5LFK ,QYHVWRU=
3URSRVLWLRQ <= 6XSSRVH $43% KROGV1 7KH 5LFK ,QYHVWRU DOZD\V LQYHVWV LQ GDWH 4 EORFNV
UDWKHU WKDQ LQ GDWH 3 EORFNV1
3URRI= 6HH $SSHQGL[ $1
7KLV LV WKH PDLQ QHZ UHVXOW RQFH ZH DOORZ IRU EORFN WUDGHV EHWZHHQ LQVWLWXWLRQDO LQYHVWRUV
DQG WKH 5LFK ,QYHVWRU1 1RZ WKH VWDWH0FRQWLQJHQW DOORFDWLRQ RI WKH 5LFK ,QYHVWRU¶V ZHDOWK
LV D GRPLQDQW VWUDWHJ\1 7KH LQWXLWLRQ EHKLQG WKLV UHVXOW LV DV IROORZV= %X\LQJ D EORFN DW
GDWH 3/ L1H1/ EHIRUH WKH UHDOL]DWLRQ RI WKH VWDWH RI WKH ZRUOG/ LV QRW SURILW0PD[LPL]LQJ IRU
WKH 5LFK ,QYHVWRU EHFDXVH KH WKHQ ZDVWHV KLV DJHQF\0FRVW IUHH FDSLWDO LQ WKH FDVH WKDW WKH
ILUP GRHV QRW EHFRPH GLVWUHVVHG1 ,Q WKLV FDVH/ WKH ILUP GRHV QRW QHHG KLV PRQLWRULQJ DQG65
UHVWUXFWXULQJ VHUYLFHV1 %X\LQJ D ILUP IURP DQ LQVWLWXWLRQDO LQYHVWRU DW GDWH 4 DIWHU WKLV ILUP
KDV H[SHULHQFHG EDG QHZV +EXW EHIRUH LQYHVWLJDWLRQ, DOORZV WKH 5LFK ,QYHVWRU WR
FRQFHQWUDWH KLV DJHQF\0FRVW IUHH ZHDOWK ZKHUH LW LV PRVW SURGXFWLYH= ZKHQ DJHQF\
FRQIOLFWV DUH VHYHUH DQG KHQFH D EORFNKROGHU PD\ EH QHHGHG WR LPSOHPHQW D UHVWUXFWXULQJ1
%X\LQJ IURP DQ LQVWLWXWLRQDO LQYHVWRU DW GDWH 4 KDV QR GLVDGYDQWDJHV DV FRPSDUHG WR
DVVHPEOLQJ D EORFN DW GDWH 31 +HQFH/ EX\LQJ DW GDWH 3 LV VWULFWO\ GRPLQDWHG1
6KRXOG WKH 5LFK ,QYHVWRU EX\ IURP LQVWLWXWLRQV RU EX\ IURP VPDOO LQYHVWRUV" 7KH
QH[W 3URSRVLWLRQ VKRZV WKH FRQGLWLRQV XQGHU ZKLFK WKH 5LFK ,QYHVWRU SUHIHUV WR EX\ D GDWH
4 EORFN IURP GLVSHUVHG LQYHVWRUV DQG WKH FRQGLWLRQV XQGHU ZKLFK KH SUHIHUV WR EX\ IURP
DQ LQVWLWXWLRQDO LQYHVWRU1 ,W LV DVVXPHG WKDW WKH 5LFK ,QYHVWRU EX\V D EORFN IURP PDQ\
VPDOO LQYHVWRUV LI KH LV LQGLIIHUHQW EHWZHHQ EX\LQJ IURP PDQ\ VPDOO LQYHVWRUV DQG DQ
LQVWLWXWLRQDO LQYHVWRU1 7KH IROORZLQJ 3URSRVLWLRQ XVHV WKH V\PEROV
,, 3 DQG 3/ ZKLFK
ZHUH GHILQHG LQ /HPPD :1
3URSRVLWLRQ 43= 6XSSRVH $43% KROGV1 7KH 5LFK EX\V EORFNV DW GDWH 4 IURP PDQ\
GLVSHUVHG LQYHVWRUV LI +----, LV IXOILOOHG ZKHUH
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1 ,I +----, LV QRW
IXOILOOHG/ WKH 5LFK ,QYHVWRU EX\V EORFNV DW GDWH 4 IURP DQ LQVWLWXWLRQDO LQYHVWRU1
3URRI= 6HH $SSHQGL[ $1
7KHUH DUH WZR GLVDGYDQWDJHV LQ EX\LQJ D EORFN IURP PDQ\ VPDOO LQYHVWRUV DV RSSRVHG WR
EX\LQJ IURP DQ LQVWLWXWLRQDO LQYHVWRU= )LUVW/ WKH IUHH0ULGHU SUREOHP LPSOLHV WKDW WKH 5LFK
,QYHVWRU KDV WR VKDUH VRPH RI WKH VXUSOXV KLV UHVWUXFWXULQJ DFWLYLW\ ZLOO JHQHUDWH ZLWK WKH
H[LVWLQJ VPDOO LQYHVWRUV1 6HFRQG/ KH FDQ EX\ RQO\ D OLPLWHG EORFN/ 4 Æ O 1 ,Q WKH PRGHO RI
$SSHQGL[ %/ WKH H[WHQW RI WKH IUHH0ULGHU SUREOHP LV GHWHUPLQHG E\ WKH H[WHQW RI OLTXLGLW\
WUDGLQJ DW GDWH 41 2Q WKH RWKHU KDQG/ WKHUH LV DOVR DQ LPSRUWDQW DGYDQWDJH WR EX\LQJ IURP
GLVSHUVHG LQYHVWRUV= 7KH 5LFK ,QYHVWRU PD\ FUHDWH D ODUJHU LQFUHDVH LQ ILUP YDOXH WKDQ LI
KH EX\V IURP DQ LQVWLWXWLRQDO LQYHVWRU1 :KLOH LQVWLWXWLRQDO LQYHVWRUV DUH DEOH WR UHVWUXFWXUH
WKH ILUP DQG KHQFH LQFUHDVH ILUP YDOXH/ GLVSHUVHG LQYHVWRUV FDQQRW GR VR DQG KHQFH WKH66
5LFK ,QYHVWRU PD\ DGG PRUH YDOXH ZKHQ KH WUDGHV ZLWK WKH GLVSHUVHG LQYHVWRUV1
&RQGLWLRQ +----, IRUPDOL]HV KRZ WKHVH DGYDQWDJHV DQG GLVDGYDQWDJHV LQ EX\LQJ IURP
PDQ\ GLVSHUVHG LQYHVWRUV DIIHFW WKH 5LFK ,QYHVWRU¶V FKRLFH DW GDWH 41
%1 7KH 9DULHW\ RI (TXLW\ 2ZQHUVKLS 6WUXFWXUHV :LWK DQ $FWLYH %ORFN 0DUNHW
7KH UHVXOWV RQ HTXLW\ RZQHUVKLS VWUXFWXUHV LQ 6HFWLRQ ,9 VXUYLYH XQGHU VOLJKWO\
GLIIHUHQW FRQGLWLRQV1 &RH[LVWHQFH RI ILUPV ZLWK GLVSHUVHG DQG FRQFHQWUDWHG RZQHUVKLS DW
GDWH 3 VXUYLYHV EXW WKHUH LV RQH FKDQJH= FRQGLWLRQ +-, LV UHSODFHG ZLWK FRQGLWLRQ +----,1
0RUHRYHU/ WKHUH DUH DJDLQ SDUDPHWHU UHJLRQV LQ ZKLFK DOO ILUPV KDYH GLVSHUVHG RZQHUVKLS
RU LQ ZKLFK DOO ILUPV KDYH FRQFHQWUDWHG RZQHUVKLS DW GDWH 31 3URSRVLWLRQV 44 DQG 45
VXPPDUL]H WKHVH UHVXOWV/ XVLQJ FRQGLWLRQ +----, GHILQHG LQ 3URSRVLWLRQ 43 DQG FRQGLWLRQV
+--, DQG +---, GHILQHG LQ 3URSRVLWLRQ 7
56=
3URSRVLWLRQ 44= 6XSSRVH $43% KROGV1 ,I +----, GRHV QRW KROG/ DOO ILUPV KDYH D GDWH 3
EORFNKROGHU1 ,I @ , a 4 + > 3 F : O U S G ￿ ￿ Æ DQG +----, KROGV DQG DOVR +--, DQG +---, KROG/
ILUPV ZLWK GLVSHUVHG DQG FRQFHQWUDWHG RZQHUVKLS DW GDWH 3 FRH[LVW1 ,I +----, KROGV DQG
+--, GRHV QRW KROG/ WKHQ DOO ILUPV KDYH D GLVSHUVHG RZQHUVKLS DW GDWH 31 ,I +---, GRHV QRW
KROG/ WKHQ DOO ILUPV KDYH D GDWH 3 EORFNKROGHU1
3URRI= 6HH $SSHQGL[ $1
3URSRVLWLRQ 45= $OO ILUPV KDYH D GDWH 3 EORFNKROGHU LI
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a / ILUPV ZLWK DQG ZLWKRXW D GDWH 3
EORFNKROGHU FRH[LVW1 ,I +----, KROGV DQG / / S S d / QR ILUP KDV D GDWH 3 EORFNKROGHU1
56 ,I @ , a 4 + > 3 F : O U S G ￿ ￿ t DQG +--, DQG +---, KROG/ QR ILUP KDV D GDWH 3 EORFNKROGHU167
3URRI= 6HH $SSHQGL[ $1
7KLV UHVXOW FKDUDFWHUL]HV ILUPV¶ LQLWLDO RZQHUVKLS VWUXFWXUH DV D IXQFWLRQ RI WKH
H[WHQW RI WKH DJHQF\ FRQIOLFW ZLWKLQ LQVWLWXWLRQDO LQYHVWRUV1 7KH LQWXLWLRQ LV WKH VDPH DV
WKH LQWXLWLRQ EHKLQG 3URSRVLWLRQ :1
9,1 &RQFOXVLRQ
$JHQF\ SUREOHPV LQ FRUSRUDWLRQV RFFXU ZKHQ WKHUH LV D VHSDUDWLRQ RI RZQHUVKLS
DQG FRQWURO1 7KLV PHDQV WKDW WKHUH LV D VFDUFLW\ RI ULFK LQYHVWRUV ZLWK ‡DJHQF\0FRVW IUHH·
FDSLWDO1 5LFK LQYHVWRUV DUH WKHQ VSHFLDO EHFDXVH WKH\ DUH VFDUFH1 7KDW LV/ LQ FRQWUDVW WR
LQVWLWXWLRQDO LQYHVWRUV/ WKH\ GR QRW IDFH DJHQF\ SUREOHPV1 +HQFH/ WKH\ DUH WKH PRVW
HIIHFWLYH PRQLWRUV RI PDQDJHPHQW1 :H DQDO\]H WKH DOORFDWLRQ RI WKLV VFDUFH UHVRXUFH DQG
VKRZ WKH LPSOLFDWLRQV IRU WKH LGHQWLW\ RI EORFNKROGHUV/ WKH PDUNHW IRU EORFNV RI VKDUHV/ WKH
UROH RI KRVWLOH WDNHRYHUV/ DQG WKH HTXLW\ RZQHUVKLS VWUXFWXUH RI WKH HFRQRP\1
+RVWLOH WDNHRYHUV DOORZ ULFK LQYHVWRUV WR GHSOR\ WKHLU VFDUFH PRQLWRULQJ UHVRXUFHV
ZKHUH WKH\ DUH QHHGHG PRVW/ LQ VLWXDWLRQV LQ ZKLFK DJHQF\ FRQIOLFWV DUH SRWHQWLDOO\ VHYHUH
00 ILQDQFLDO GLVWUHVV/ PDWXUH LQGXVWULHV ZLWK H[FHVV FDVK/ &(2 VXFFHVVLRQ SUREOHPV/ HWF1
5LFK LQYHVWRUV PD\ FRQFHQWUDWH RQ DOORFDWLQJ WKHLU DJHQF\0FRVW IUHH FDSLWDO WR WKH WDNHRYHU
PDUNHW1 :KHQ WKH LQIRUPDWLRQDO HQYLURQPHQW DOORZV WKH PDUNHW IRU EORFN WUDQVIHUV IURP
LQVWLWXWLRQDO LQYHVWRUV WR ULFK LQYHVWRUV WR EH DFWLYH/ WKH ULFK LQYHVWRUV DOZD\V UHVWULFW WKHLU
LQYHVWPHQWV WR WKH WDNHRYHU PDUNHW1 6LQFH RQO\ WKH EHVW PRQLWRUV/ ULFK LQYHVWRUV ZLWK
DJHQF\0FRVW IUHH FDSLWDO/ DUH DFWLYH LQ WKH WDNHRYHU PDUNHW/ KRVWLOH WDNHRYHUV FDQ EH DQ
HIILFLHQW PRQLWRULQJ GHYLFH GHVSLWH WKH LQHIILFLHQFLHV DVVRFLDWHG ZLWK WKH IUHH0ULGHU
SUREOHP DQG GHVSLWH WKH DOWHUQDWLYH RI SHUPDQHQW LQVWLWXWLRQDO EORFNKROGLQJ1 +RZHYHU/
KRVWLOH WDNHRYHUV GR QRW QHHG WR EH D IHDWXUH RI WKH FRUSRUDWH FRQWURO HQYLURQPHQW1
:KHWKHU ULFK LQYHVWRUV DUH DFWLYH LQ WKH WDNHRYHU PDUNHW RU DUH SHUPDQHQW EORFNKROGHUV
GHSHQGV RQ WKH OLNHOLKRRG RI DJHQF\ FRQIOLFWV/ DQG KHQFH WKH QHHG IRU PRQLWRULQJ/ DQG RQ
WKH UHODWLYH HIILFLHQF\ RI WKH ULFK LQYHVWRUV¶ PRQLWRULQJ FRPSDUHG WR LQVWLWXWLRQDO
PRQLWRULQJ168
,Q FRQWUDVW WR ULFK LQYHVWRUV/ LQVWLWXWLRQDO LQYHVWRUV QHYHU HQJDJH LQ KRVWLOH
WDNHRYHUV/ EHFDXVH WKH\ DUH QRW VFDUFH1 %XW/ ZKLOH LQVWLWXWLRQDO LQYHVWRUV FDQQRW UHSOLFDWH
DJHQF\ FRVW0IUHH FDSLWDO/ WKH\ KDYH WZR LPSRUWDQW UROHV1 )LUVW/ WKH\ SURYLGH VRPH
PRQLWRULQJ RI PDQDJHPHQW DV SHUPDQHQW EORFNKROGHUV1 $QG VHFRQG/ WKH\ FDQ DFW DV EORFN
SURYLGHUV IRU ULFK LQYHVWRUV/ IDFLOLWDWLQJ WDNHRYHUV1 %HFDXVH ILUPV ZLWK LQLWLDOO\ GLVSHUVHG
RZQHUVKLS FDQ UHO\ RQ WKH PRQLWRULQJ WKURXJK WKH WDNHRYHU PDUNHW/ LW FDQ EH RSWLPDO WR
KDYH QR EORFNKROGHU +LQLWLDOO\,1 1HLWKHU FRQFHQWUDWHG QRU GLVSHUVHG RZQHUVKLS QHHG EH
GRPLQDQW RZQHUVKLS VWUXFWXUHV1 )LUPV ZLWK LQVWLWXWLRQDO EORFN RZQHUVKLS DQG GLVSHUVHG
RZQHUVKLS FDQ FRH[LVW IRU RWKHUZLVH LGHQWLFDO ILUPV1 7KH ULFK LQYHVWRUV¶ LQYHVWPHQW
VWUDWHJ\ LV D LPSRUWDQW GHWHUPLQDQW RI ILUPV¶ HTXLW\ RZQHUVKLS VWUXFWXUHV1
7KHUH DUH VHYHUDO DGGLWLRQDO LVVXHV WKDW FRXOG EH DQDO\]HG LQ WKH IUDPHZRUN RI WKLV
SDSHU1 )RU H[DPSOH/ LW LV RIWHQ FODLPHG WKDW VRPH ILUPV DUH WRR ELJ WR EH PRQLWRUHG
HIIHFWLYHO\1 ,I WKH ZHDOWK RI ULFK LQGLYLGXDOV LV VFDUFH/ HYHQ WKH\ PD\ QRW EH DEOH WR KROG D
EORFN RI VXIILFLHQW VL]H WR LPSOHPHQW D UHVWUXFWXULQJ RU WKH\ PLJKW EH WRR ULVN DYHUVH WR
KROG VXEVWDQWLDO EORFNV LQ ODUJH ILUPV1 ,Q WKHVH FDVHV/ LQVWLWXWLRQDO LQYHVWRUV ZKR DUH OHVV
HIIHFWLYH DW PRQLWRULQJ PXVW PRQLWRU ODUJH ILUPV1 7R DGGUHVV WKLV LVVXH/ RXU PRGHO ZRXOG
KDYH WR EH H[WHQGHG WR DOORZ IRU VRPH ILUP KHWHURJHQHLW\ H[ DQWH1
,W ZRXOG DOVR EH LQWHUHVWLQJ WR VD\ PRUH DERXW WKH UROH RI OLTXLG PDUNHWV1 :KLOH LW LV
FOHDU LQ RXU PRGHO WKDW OLTXLG PDUNHWV DOORZ VFDUFH PRQLWRULQJ UHVRXUFHV WR EH GHSOR\HG WR
WKH ILUPV WKDW QHHG WKHP PRVW/ WKHUH LV QR UHDVRQ WR H[SHFW D PRQRWRQH UHODWLRQVKLS
EHWZHHQ WKH OLTXLGLW\ RI WKH VWRFN PDUNHW DQG WKH HIILFLHQF\ RI PRQLWRULQJ1 7R DGGUHVV WKLV
LVVXH/ LW ZRXOG EH KHOSIXO WR HQGRJHQL]H WKH VL]H RI WKH EORFN WKDW WKH 5LFK ,QYHVWRU FDQ
DFTXLUH ZKHQ KH EX\V LW IURP PDQ\ GLVSHUVHG LQYHVWRUV DW GDWH 4169
$SSHQGL[ $= 3URRIV
3URRI RI /HPPD 4= ,I WKH GDWH 3 EORFNKROGHU GRHV QRW UHVWUXFWXUH/ KLV SD\RII LV 5 / T 1 ,I KH
UHVWUXFWXUHV/ KLV H[SHFWHG SD\RII LV , +T TU+ 1 +HQFH/ WKH GDWH 3 EORFNKROGHU UHVWUXFWXUHV LI









3URRI RI /HPPD 5= ,QYHVWRUV DQG WKHLU IXQGV DUH FRPSHWLWLYH VR WKH\ DFTXLUH EORFNV IURP
WKH HQWUHSUHQHXUV DW GDWH 3 DW D SULFH HTXDO WR WKH YDOXH RI D ILUP WKDW KDV DQ LQVWLWXWLRQDO
LQYHVWRU DV D GDWH 3 EORFNKROGHU1 +HQFH/ DQ LQVWLWXWLRQDO LQYHVWRU ELGGLQJ IRU D IUDFWLRQ T
RI D ILUP FDQ RIIHU , G / + / 5 / ￿ ‡ ￿ ￿ ￿ ￿ ￿ ‘ , , + + ^ , 4 +
4
, + 5 5 T U U T U S G G SHU PHDVXUH 4 RI WKH
ILUP ZKHUH , +T U









￿ 1 7KLV H[SUHVVLRQ LV PD[LPL]HG DW 4   T
EHFDXVH , 4 + + LV ODUJHU WKDQ , +T + IRU 4 Æ T GXH WR $8 DQG DOVR/ DV D FRQVHTXHQFH/
, + , 4 + T U U
￿ ￿ Æ IRU 4 Æ T 1 6XSSRVH WKDW WKH 5LFK ,QYHVWRU LV QRW ELGGLQJ LQ WKH DXFWLRQ1 7KH
LQVWLWXWLRQDO LQYHVWRU ZKR RIIHUV WR EX\ WKH ZKROH ILUP ZLQV WKH DXFWLRQ ZKLOH KH VWLOO
EUHDNV HYHQ1 $OWHUQDWLYHO\/ VXSSRVH WKDW WKH 5LFK ,QYHVWRU GHFLGHV WR DFTXLUH D EORFN DW
GDWH 31 %HFDXVH VKDUHV DUH LQLWLDOO\ VROG LQ D VHFRQG SULFH DXFWLRQ/ WKH 5LFK ,QYHVWRU SD\V
WKH RIIHU RI WKH VHFRQG KLJKHVW ELGGHU/ DQ LQVWLWXWLRQDO LQYHVWRU1 7KLV LV/ SHU PHDVXUH 4 RI
ILUPV/ , G / + / 5 / ￿ ‡ ￿ ￿ ￿ ￿ ￿ ‘ , , 4 + + ^ , 4 +
4
5 5 U U U S G G 1 +HQFH/ WKH 5LFK ,QYHVWRU ZDQWV WR
PD[LPL]H WKH ILUP YDOXH XQGHU KLV RZQHUVKLS/ EHFDXVH LW LV WKH GLIIHUHQFH EHWZHHQ WKLV DQG
WKH SULFH KH SD\V WKDW GHWHUPLQHV KLV SURILW1 %\ $8/ ILUP YDOXH XQGHU WKH 5LFK ,QYHVWRU¶V
RZQHUVKLS LV PD[LPL]HG DW 4   T 1 +HQFH/ KH RIIHUV WR EX\ WKH ZKROH ILUP1 6LQFH DOO GDWH 3
EORFNKROGHUV RZQ WKH HQWLUH ILUP/ WKH\ UHVWUXFWXUH LI DQG RQO\ LI







3URRI RI /HPPD 6= 7R FDOFXODWH WKH 5LFK ,QYHVWRU¶V SURILWV SHU PHDVXUH 4 RI ILUPV KH
DFTXLUHV DW GDWH 3/ ZH RQO\ QHHG WR FDOFXODWH WKH GLIIHUHQFH EHWZHHQ WKH YDOXH RI WKH ILUP
ZLWK WKH 5LFK ,QYHVWRU DV GDWH 3 EORFNKROGHU DQG WKH YDOXH RI WKH ILUP ZLWK DQ LQVWLWXWLRQDO6:
LQYHVWRU DV GDWH 3 EORFNKROGHU1 7KLV GLIIHUHQFH LQ ILUP YDOXH LV
1 , , 4 + + , + 5
4
U U G S S
U
G / + / ￿ ‡ ￿
￿
7KLV LV WKH DPRXQW WKH 5LFK ,QYHVWRU HDUQV SHU PHDVXUH 4 RI
ILUPV KH DFTXLUHV DW GDWH 31 6LQFH WKH SULFH IRU D PHDVXUH 4 RI ILUPV LV
, F G / + / 5 / ￿ ￿ ‡ ￿ ￿ ￿ ￿ ￿ @ , + > , 4 +
4
5 5 U U U S G G DQG WKH 5LFK ,QYHVWRU KDV WR VSHQG , SHU
PHDVXUH 4 RI DOO ILUPV IRU LQYHVWPHQW DQG WKH LQYHVWLJDWLRQ FRVW F +SHU PHDVXUH 4 RI ILUPV,
IRU WKH ILUPV WKDW KH LQYHVWLJDWHV/ KH FDQ DFTXLUH D PHDVXUH
@ , + > , 4 +
4




3URRI RI 3URSRVLWLRQ 4= ,I WKH LQVWLWXWLRQDO LQYHVWRU EX\V D ILUP DW GDWH 4/ KH FDQQRW PDNH
D SURILW HYHQ DIWHU KDYLQJ OHDUQHG WKDW
￿ t U U 1 6LQFH WKH LQVWLWXWLRQDO LQYHVWRUV DUH QRW
VFDUFH/ WKHUH LV DW OHDVW RQH RWKHU LQVWLWXWLRQDO LQYHVWRU LQYHVWLJDWLQJ WKH ILUP1 ,I RQH LQVWLWX0
WLRQDO LQYHVWRU OHDUQV U / VR GRHV WKH RWKHU/ E\ DVVXPSWLRQ1 ’XH WR WKH FRPSHWLWLYH EHKDY0
LRU RI WKH LQVWLWXWLRQDO LQYHVWRUV/ WKH SULFH WKH\ RIIHU WR EX\ WKH ILUP ZLOO EH HTXDO WR LWV
YDOXH DIWHU D UHVWUXFWXULQJ/ JLYHQ U 1 %XW WKHQ/ WKH LQVWLWXWLRQDO LQYHVWRU FDQQRW FRYHU KLV
LQYHVWLJDWLRQ FRVW DQG ORVHV PRQH\1 +HQFH/ QR LQVWLWXWLRQDO LQYHVWRU DWWHPSWV WR LQYHVWLJDWH
DI L U PD WG D W H41 4(’
3URRI RI /HPPD 7= :H FDQ UHVWULFW RXUVHOYHV WR SRWHQWLDO VDOHV RI WKH ZKROH ILUP/ E\ $81
1RWH WKDW DQ LQVWLWXWLRQDO LQYHVWRU ZLOO QRW VHOO WKH ILUP IRU OHVV WKDQ 5 / +SHU PHDVXUH 4 RI
ILUPV,1 7KH UHDVRQ LV WKDW WKH LQVWLWXWLRQDO LQYHVWRU FDQ DOZD\V DFKLHYH D SD\RII RI 5 / E\
KROGLQJ RQ WR WKH ILUP DQG QRW UHVWUXFWXULQJ LW1 7KHUH DUH IRXU SRVVLEOH HTXLOLEULD ZLWK
WUDGH=+ 4 ,WUDGH LI WKH 5LFK ,QYHVWRU LQYHVWLJDWHV WKH ILUPV EHIRUH WUDGLQJ/ EXW WKH LQVWLWX0
WLRQDO LQYHVWRUV GR QRW LQYHVWLJDWH>+ 5 ,WUDGH LI WKH 5LFK ,QYHVWRU GRHV QRW LQYHVWLJDWH WKH
ILUPV EHIRUH WUDGLQJ/ EXW WKH LQVWLWXWLRQDO LQYHVWRUV GR LQYHVWLJDWH>+ 6 ,WUDGH LI QHLWKHU WKH
5LFK ,QYHVWRU QRU WKH LQVWLWXWLRQDO LQYHVWRUV LQYHVWLJDWH WKH ILUP EHIRUH WUDGLQJ> DQG +7,
WUDGH LI ERWK WKH 5LFK ,QYHVWRU DQG WKH LQVWLWXWLRQDO LQYHVWRUV LQYHVWLJDWH WKH ILUPV EHIRUH
WUDGLQJ16;
&DVH +4,= 6XSSRVH WKDW WKHUH LV DQ HTXLOLEULXP ZLWK WUDGH LQ ZKLFK WKH 5LFK ,QYHV0
WRU LQYHVWLJDWHV WKH ILUPV EHIRUH WUDGLQJ ZKLOH WKH LQVWLWXWLRQDO LQYHVWRUV GR QRW LQYHVWLJDWH1
,I WKH 5LFK ,QYHVWRU OHDUQV WKDW
￿ Æ U U / KH ZLOO QRW PDNH DQ RIIHU VLQFH WKH ILUP LV ZRUWK
5 / WR KLP DQG WKH LQVWLWXWLRQDO LQYHVWRU ZLOO QRW VHOO IRU D SULFH EHORZ 5 / +SHU PHDVXUH 4
RI ILUPV,1 ,I WKH 5LFK ,QYHVWRU GRHV QRW OHDUQ U / KH ZLOO QRW RIIHU PRUH WKDQ 5 / EHFDXVH
KH ZLOO QRW UHVWUXFWXUH E\ $71 ,I WKH 5LFK ,QYHVWRU OHDUQV WKDW
￿ t U U / KH PD\ ZDQW WR
PDNH DQ RIIHU1 %XW WKH LQVWLWXWLRQDO LQYHVWRU XQGHUVWDQGV WKDW WKLV LV WKH RQO\ LQVWDQFH LQ
ZKLFK WKHUH PLJKW EH DQ RIIHU DERYH 5 / 1 +H DOVR XQGHUVWDQGV WKDW WKH 5LFK ,QYHVWRU ZLOO
QRW PDNH DQ RIIHU DERYH WKH WUXH YDOXH RI WKH ILUP/ JLYHQ U / EHFDXVH RWKHUZLVH WKH 5LFK
,QYHVWRU ZRXOG EH EHWWHU RII QRW EX\LQJ WKH ILUP1 %XW WKHQ WKH LQVWLWXWLRQDO LQYHVWRU LV DW
OHDVW DV ZHOO RII KROGLQJ WKH ILUP DQG UHVWUXFWXULQJ LW KLPVHOI/ REWDLQLQJ WKH ILUP¶V WUXH
YDOXH1
&DVH +5,= 6LPLODUO\/ WKHUH LV QR HTXLOLEULXP LQ ZKLFK WKH LQVWLWXWLRQDO LQYHVWRU LQ0
YHVWLJDWHV/ EXW WKH 5LFK ,QYHVWRU GRHV QRW/ DQG WKHUH LV WUDGH1 6XSSRVH WKH SULFH LV
3 3 +SHU
PHDVXUH 4 RI ILUPV,1 ,I WKH 5LFK ,QYHVWRU VWLFNV WR KLV HTXLOLEULXP VWUDWHJ\ RI QRW LQYHVWL0
JDWLQJ/ KLV SURILW SHU GROODU LQYHVWHG LV
, , + , + , ,+ 4 ++
4 4 3 3
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3
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U 1 ,I WKH 5LFK ,QYHVWRU
LQVWHDG LQYHVWLJDWHG EHIRUH PDNLQJ RIIHUV WR EX\ ILUPV/ KLV SURILW SHU GROODU LQYHVWHG ZRXOG
EH , , + +
, 4 +
4 4 3
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U 1 7KLV LV ODUJHU WKDQ WKH SUHYLRXV H[SUHVVLRQ
EHFDXVH 5
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1 +HQFH/ WKH 5LFK ,QYHVWRU ZRXOG KDYH DQ
LQFHQWLYH WR GHYLDWH WR LQYHVWLJDWLQJ EHIRUH EX\LQJ/ DQG WKXV WKH FDQGLGDWH HTXLOLEULXP LV
QRW DQ HTXLOLEULXP1
&DVH +6,= 7KHUH LV DOVR QR HTXLOLEULXP ZLWK WUDGH LQ ZKLFK QHLWKHU WKH 5LFK ,QYHV0
WRU QRU WKH LQVWLWXWLRQDO LQYHVWRU LQYHVWLJDWH EHIRUH WUDGLQJ1 6XSSRVH WR WKH FRQWUDU\ WKDW
WKHUH ZDV DQ HTXLOLEULXP LQ ZKLFK QHLWKHU WKH LQVWLWXWLRQDO LQYHVWRU QRU WKH 5LFK ,QYHVWRU
KDV LQYHVWLJDWHG WKH ILUP/ EXW WKH 5LFK ,QYHVWRU EX\V LW1 6LQFH WKH LQVWLWXWLRQDO LQYHVWRUV
EHKDYH FRPSHWLWLYHO\/ WKH\ ZRXOG VHOO WKH ILUP DW WKH SULFH WKDW ZRXOG PDNH WKHP LQGLIIHU06<
HQW EHWZHHQ KROGLQJ RQ WR WKH EORFN DQG VHOOLQJ LW1 7KLV SULFH LV=
,,
/ 3 F G / + / { ￿ ‡ ￿ ￿ ￿
4
5 5 , + U U U S 1 7KHQ WKH 5LFK LQYHVWRU¶V SURILW SHU GROODU LQYHVWHG LV
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4 4
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U 1 7KH 5LFK ,QYHVWRU
FDQ GR EHWWHU E\ LQYHVWLJDWLQJ DQG RQO\ RIIHULQJ WR EX\ WKH ILUPV WKDW KH ZRXOG UHVWUXFWXUH/
L1H1/ ZLWK UU t
￿ 1 7KHQ KH ZRXOG PDNH , , + +
, 4 +
4 4 F G 3 +
3 F
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U SHU GRO0
ODU LQYHVWHG1 7KH ODWWHU H[SUHVVLRQ LV ODUJHU WKDQ WKH SUHYLRXV H[SUHVVLRQ EHFDXVH 5 / 3
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1 +HQFH/ LQYHVWLJDWLQJ EHIRUH PDNLQJ DQ RIIHU DQG EX\LQJ D
ILUP LV D SURILWDEOH GHYLDWLRQ IRU WKH 5LFK ,QYHVWRU1 7KXV/ WKHUH LV QR HTXLOLEULXP ZLWK WUDGH
LQ ZKLFK QHLWKHU WKH 5LFK ,QYHVWRU QRU WKH LQVWLWXWLRQDO LQYHVWRU LQYHVWLJDWH WKH ILUP EHIRUH
WUDGLQJ1
&DVH +7,= )LQDOO\/ ZH KDYH WR VKRZ WKDW WKHUH LV QR HTXLOLEULXP ZLWK WUDGH LI ERWK
WKH LQVWLWXWLRQDO LQYHVWRUV DQG WKH 5LFK ,QYHVWRU LQYHVWLJDWH EHIRUH EX\LQJ1 ,I WKH 5LFK ,Q0
YHVWRU OHDUQV
￿ Æ U U / WKH ILUP LV ZRUWK 5 / DQG KH ZLOO QRW PDNH DQ RIIHU DERYH 5 / 1 ,I KH
GRHV QRW OHDUQ U / WKHQ WKH 5LFK ,QYHVWRU ZLOO QRW PDNH DQ RIIHU DERYH 5 / HLWKHU1 ,I WKH
5LFK ,QYHVWRU PDNHV DQ RIIHU DW D SDUWLFXODU SULFH DERYH 5 / +FDOO LW
4 3 ,/ WKH LQVWLWXWLRQDO
LQYHVWRU ZLOO DFFHSW RQO\ LI KH KDV OHDUQHG WKDW WKH WUXH YDOXH RI WKH ILUP LV HTXDO WR RU
ORZHU WKDQ WKH RIIHU +LQFOXGLQJ WKH FDVH ZKHQ KH KDV OHDUQHG WKDW
￿ Æ U U , RU LI KH KDV QRW
OHDUQHG U 1 ,I KLV RIIHU ZDV DFFHSWHG/ WKH 5LFK ,QYHVWRU ORVHV RQ WKH RYHUYDOXHG DFFHSWHG
RIIHUV +IRU ZKLFK WKH LQVWLWXWLRQDO LQYHVWRU OHDUQHG U , DQG FDQQRW JDLQ RQ WKH ILUPV IRU
ZKLFK WKH LQVWLWXWLRQDO LQYHVWRU GLG QRW OHDUQ U +E\ $7, DV D FRPSHQVDWLRQ IRU WKHVH
ORVVHV1 1RWH WKDW WUDGLQJ DW D SULFH 5 / ZRXOG SURWHFW WKH 5LFK ,QYHVWRU IURP ORVLQJ PRQH\1
+HQFH LW FRXOG SRWHQWLDOO\ EH DQ HTXLOLEULXP IRU WKH LQVWLWXWLRQDO LQYHVWRU WR VHOO DOO ILUPV
IRU ZKLFK KH GLG QRW OHDUQ U RU IRU ZKLFK KH OHDUQHG
￿ Æ U U WR WKH 5LFK ,QYHVWRU DW WKH
SULFH 5 / 1 +RZHYHU/ WKHUH DUH QR JDLQV IURP WUDGH LQ WKLV FDVH1 +HQFH WKHUH LV QR WUDGH1 7KH
UHDVRQ ZK\ WKHUH DUH QR JDLQV IURP WUDGH LV DV IROORZV= 7KH LQVWLWXWLRQDO LQYHVWRU ZRXOG QRW
JHW D KLJKHU SD\RII WKDQ ZKHQ KROGLQJ RQ WR WKH ILUPV DQG QRW UHVWUXFWXULQJ WKHP1 0RUHR073
YHU/ WKH 5LFK ,QYHVWRU ZRXOG QRW JDLQ IURP WUDGH HLWKHU VLQFH WKH ILUPV WUDGHG WR KLP ZRXOG
EH ZRUWK 5 / WR KLP DV ZHOO1 7KLV LV REYLRXV IRU WKH ILUPV IRU ZKLFK WKH LQVWLWXWLRQDO LQYHV0
WRU OHDUQHG
￿ Æ U U 1 ,W LV DOVR WUXH IRU WKH ILUPV IRU ZKLFK WKH LQVWLWXWLRQDO LQYHVWRU GLG QRW
OHDUQ U 1 %\ DVVXPSWLRQ/ WKHQ WKH 5LFK ,QYHVWRU FDQQRW OHDUQ U HLWKHU LI KH DWWHPSWV WR GR
VR1 :H KDYH VKRZQ DERYH WKDW WKH 5LFK ,QYHVWRU GRHV QRW PDNH DQ RIIHU DERYH 5 / LI KH
GRHV QRW OHDUQ U RU LI KH OHDUQV
￿ Æ U U 1 $V D FRQVHTXHQFH/ WKH RQO\ LQVWDQFH LQ ZKLFK WKH
5LFK ,QYHVWRU ZRXOG PDNH DQ RIIHU KLJKHU WKDQ 5 / ZRXOG EH LI KH OHDUQV
￿ t U U 1 %XW WKH
LQVWLWXWLRQDO LQYHVWRU XQGHUVWDQGV WKLV DQG DOVR NQRZV WKDW WKHQ WKH 5LFK ,QYHVWRU ZLOO PDNH
DQ RIIHU QRW KLJKHU WKDQ WKH WUXH YDOXH RI WKH ILUP1 +HQFH/ WKH LQVWLWXWLRQDO LQYHVWRU LV DW
OHDVW DV ZHOO RII LI KH KROGV RQ WR WKH ILUP DQG UHVWUXFWXUHV LW KLPVHOI1 4(’
3URRI RI /HPPD 8= :H KDYH VKRZQ LQ 3URSRVLWLRQ 4 WKDW LQVWLWXWLRQDO LQYHVWRUV QHYHU
DFTXLUH EORFNV DW GDWH 41 ,W ZDV DOUHDG\ VKRZQ LQ /HPPD 7 WKDW WKH 5LFK ,QYHVWRU QHYHU
EX\V D EORFN DW GDWH 4 IURP DQ LQVWLWXWLRQDO LQYHVWRU1 +HQFH/ WKH RQO\ RWKHU SRVVLELOLW\ LV IRU
DG D W H3EORFNKROGHU WR VHOO WR VPDOO LQYHVWRUV DW GDWH 41 %XW WKHQ/ D PHDVXUH 4 RI ILUPV LV
NQRZQ WR EH ZRUWK 5 / VLQFH WKH VPDOO LQYHVWRUV FDQQRW UHVWUXFWXUH D ILUP1 +HQFH/ WKH SULFH
DW ZKLFK D PHDVXUH 4 RI ILUPV FDQ EH VROG LV 5 / 1 7KLV SD\RII FDQ DOVR EH REWDLQHG E\
KROGLQJ RQ WR WKH ILUP DQG QRW UHVWUXFWXULQJ LW1 +HQFH/ WKHUH LV QR JDLQ IURP VHOOLQJ WKH
VKDUHV1 4(’
3URRI RI 3URSRVLWLRQ 5= :LWKRXW VSHFLI\LQJ D SDUWLFXODU SULFH IRUPDWLRQ PHFKDQLVP/ ZH
FDQQRW JLYH DQ H[SOLFLW VROXWLRQ IRU U a1 +RZHYHU/ D QHFHVVDU\ FRQGLWLRQ IRU WKH RSWLPDO







= LI WKLV ZDV QRW WKH FDVH/ WKH 5LFK ,QYHVWRU FRXOG LQFUHDVH KLV







RQ ZKLFK KH ORVHV PRQH\1 %\ DVVXPSWLRQ/
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{ RI DOO GLVWUHVVHG ILUPV1 4(’
3URRI RI 3URSRVLWLRQ 6= 3HU GROODU LQYHVWHG DW GDWH 3 WKH 5LFK ,QYHVWRU¶V SURILWV DUH
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/ DV ZDV FDOFXODWHG LQ /HPPD 61 $OWHUQDWLYHO\/ WKH 5LFK
,QYHVWRU FDQ LQYHVW KLV ZHDOWK WR DFTXLUH EORFNV LQ GLVWUHVVHG ILUPV DW GDWH 41 7KHQ/ KLV
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ILQHG LQ 3URSRVLWLRQ 51 &OHDUO\/ ERWK WKH SURILWV IURP LQYHVWLQJ DW GDWH 3 DQG IURP LQYHVW0
LQJ DW GDWH 4 DUH OLQHDU IXQFWLRQV RI WKH ZHDOWK LQYHVWHG LQ HDFK DOWHUQDWLYH1 +HQFH/ WKH
5LFK ,QYHVWRU ZLOO LQYHVW DV PXFK DV SRVVLEOH RI KLV ZHDOWK LQ WKH GDWH 4 VWRFN PDUNHW LI
DQG RQO\ LI FRQGLWLRQ +-, KROGV +DVVXPLQJ WKDW KH EUHDNV DQ LQGLIIHUHQFH LQ IDYRU RI WKH GDWH
4 VWRFN PDUNHW,1 1RWLFH WKDW LI WKH 5LFK ,QYHVWRU LQYHVWV DOO KLV ZHDOWK DW GDWH 3/ QR ILUP
ZLOO FKRRVH WR KDYH DQ LQLWLDOO\ GLVSHUVHG RZQHUVKLS DQG DOO ILUPV ZLOO ZDQW WR REWDLQ IXQGV
IURP WKH 5LFK ,QYHVWRU UDWKHU WKDQ DQ LQVWLWXWLRQDO LQYHVWRU DW GDWH 31 +HQFH/ LI WKH 5LFK
,QYHVWRU ZDQWV WR LQYHVW DOO KLV ZHDOWK DW GDWH 3/ KH LV DOZD\V DEOH WR GR VR1 4(’




  3 VLQFH G GRHV QRW DSSHDU LQ WKH 5LFK ,Q0
YHVWRU¶V REMHFWLYH IXQFWLRQ GLUHFWO\ DQG/ E\ $;/ DOVR QRW LQGLUHFWO\ WKURXJK 31 +HQFH/ WKH
OHIW KDQG VLGH RI +-, GRHV QRW GHSHQG RQ G 1 7KH ULJKW KDQG VLGH RI +-, LV D VWULFWO\ LQFUHDV0
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ZKLFK LV VWULFWO\ SRVLWLYH EHFDXVH RI +5 ÆLQ $81 +HQFH/ WKH GLIIHUHQFH EHWZHHQ WKH ULJKW
KDQG VLGH DQG WKH OHIW KDQG VLGH RI +-, LV D VWULFWO\ LQFUHDVLQJ IXQFWLRQ RI G 1 )RU G   3/ WKLV
GLIIHUHQFH LV QHJDWLYH1 +HQFH/ WKHUH H[LVWV D FULWLFDO YDOXH G ZKHUH +-, KROGV ZLWK HTXDO075
LW\/ DQG ZKHUH IRU G G d /+ - ,KROGV ZKLOH IRU GG !/ LW GRHV QRW KROG1 2QH FDQ FDOFXODWH
G IURP FRQGLWLRQ +-,1 2I FRXUVH/ LI G !4/LQYHVWLQJ DW GDWH 3 LV QHYHU RSWLPDO1 4(’
3URRI RI 3URSRVLWLRQ 7= 7KH HQWUHSUHQHXU FDQ VHOO DOO WKH HTXLW\ RI WKH ILUP WR DQ LQVWLWX0
WLRQDO LQYHVWRU IRU , F G / + / 5 / ￿ ￿ ‡ ￿ ￿ ￿ ￿ ￿ ‘ , + ^ , 4 +
4
5 5 U U U S G G 1 7KLV LV WKH DPRXQW WKDW DQ
LQVWLWXWLRQDO LQYHVWRU LV ELGGLQJ IRU 433( RI WKH ILUP1 *LYHQ WKDW LQVWLWXWLRQDO LQYHVWRUV
EHKDYH FRPSHWLWLYHO\/ HDFK RI WKHP EUHDNV HYHQ DQG ELGV H[DFWO\ WKH JURVV SURILWV RI WKH
ILUP PLQXV WKH DPRXQW , WKDW WKH\ KDYH WR VXSSO\ WR ILQDQFH WKH SURMHFW DQG WKH LQYHVWLJD0
WLRQ FRVWV LI WKH ILUP EHFRPHV GLVWUHVVHG1 1H[W ZH FDOFXODWH WKH DPRXQW IRU ZKLFK WKH HQ0
WUHSUHQHXU FRXOG VHOO WKH HTXLW\ WR PDQ\ VPDOO LQYHVWRUV/ SURYLGHG WKDW WKH 5LFK ,QYHVWRU
LQYHVWV DOO KLV ZHDOWK LQ WKH GDWH 4 VWRFN PDUNHW1 7KH VPDOO LQYHVWRUV RIIHU D SULFH WKDW
PDNHV WKHP EUHDN HYHQ VLQFH WKH\ EHKDYH FRPSHWLWLYHO\1 7KH VKDUHV DUH SULFHG LQ D ZD\
WKDW WDNHV LQWR DFFRXQW WKH HTXLOLEULXP UHVWUXFWXULQJ EHKDYLRU RI WKH 5LFK ,QYHVWRU1 +HQFH/
WKH HQWUHSUHQHXU¶V SD\RII LV WKH ILUP¶V JURVV SURILWV PLQXV , RU=
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1RWLFH WKDW LI WKH 5LFK ,QYHVWRU LQYHVWLJDWHV D GLVWUHVVHG ILUP DQG OHDUQV UU t a / KH EX\V D
IUDFWLRQ O RI WKLV ILUP1 +HQFH/ WKH VPDOO LQYHVWRUV +ZKR/ E\ $:/ IDFH XQFHUWDLQW\ DERXW
ZKHWKHU WKH\ ZLOO KROG RQ WR RU VHOO WKHLU VKDUHV DW GDWH 4, ZLOO UHFHLYH D SD\RII HTXDO WR WKH
GDWH 4 SULFH RI VKDUHV ZLWK SUREDELOLW\ O DQG WKH FRQWLQXDWLRQ YDOXH RI WKH ILUP/ UO + +,
ZLWK SUREDELOLW\ 4￿ O 1 5HFDOO WKDW a P GHQRWHV WKH PHDVXUH RI ILUPV WKDW WKH 5LFK ,QYHVWRU
LQYHVWLJDWHV/ JLYHQ WKDW KH EHKDYHV RSWLPDOO\1 7KH H[SUHVVLRQ +&, LV VWULFWO\ GHFUHDVLQJ LQ
[ LI WKH 5LFK ,QYHVWRU FDQQRW LQYHVWLJDWH DOO GLVWUHVVHG ILUPV +WKDW LV/
G
P a
! [ ,1 7KH XSSHU
ERXQG RQ WKH 5LFK ,QYHVWRU¶V ZHDOWK HQVXUHV WKDW WKH 5LFK ,QYHVWRU FDQQRW LQYHVWLJDWH DOO
GLVWUHVVHG ILUPV +LQ WKH SDUDPHWHU UHJLRQ FRQVLGHUHG LQ WKLV 3URSRVLWLRQ KH ZLOO QRW LQYHVWL0
JDWH DOO GLVWUHVVHG ILUPV,1 ,I WKH 5LFK ,QYHVWRU FRXOG LQYHVWLJDWH DOO GLVWUHVVHG ILUPV/ DOO
ILUPV ZLWKRXW D GDWH 3 EORFNKROGHU ZRXOG EH LQYHVWLJDWHG IRU VXUH1 $V D FRQVHTXHQFH/ DOO
ILUPV ZRXOG SUHIHU WR KDYH QR GDWH 3 EORFNKROGHU EHFDXVH RI +---,1 $V ORQJ DV WKH 5LFK
,QYHVWRU ZLOO QRW LQYHVWLJDWH DOO GLVWUHVVHG ILUPV/ WKH YDOXH RI D ILUP KDYLQJ QR GDWH 376
EORFNKROGHU GHSHQGV RQ WKH IUDFWLRQ RI ILUPV ZLWK LQLWLDOO\ GLVSHUVHG RZQHUVKLS1 7KHUHIRUH/
LI
, F G / + / 5
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+VR WKDW WKH 5LFK ,QYHVWRU LQYHVWLJDWHV DOO GLVWUHVVHG ILUPV,/ DV JXDUDQWHHG E\






ÆÆ [4 IRU ZKLFK WKH OHIW KDQG VLGH RI WKH DERYH H[SUHVVLRQ HTXDOV WKH ULJKW
KDQG VLGH1 +HQFH/ IRU ‘
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/ WKH HTXLW\ YDOXH RI
D ILUP WKDW KDV QR GDWH 3 EORFNKROGHU LV HTXDO WR WKH HTXLW\ YDOXH RI D ILUP ZLWK DQ LQVWLWX0
WLRQDO GDWH 3 EORFNKROGHU1 7KXV/ LI D PHDVXUH [
-RI DOO ILUPV LVVXH VKDUHV WR LQGLYLGXDO VPDOO
LQYHVWRUV DQG D PHDVXUH 4￿ [
-LVVXH VKDUHV RQO\ WR RQH LQVWLWXWLRQDO LQYHVWRU HDFK/ DOO ILUPV
DUH LQGLIIHUHQW EHWZHHQ KDYLQJ D GDWH 3 EORFNKROGHU DQG QRW DQG QR ILUP KDV DQ LQFHQWLYH WR
GHYLDWH1 1RWH WKDW WKH 5LFK ,QYHVWRU LV ZLOOLQJ WR LQYHVW DOO KLV ZHDOWK LQ WKH GDWH 4 VWRFN
PDUNHW VLQFH +-, KROGV1 4(’
3URRI RI 3URSRVLWLRQ 8= ,I +-, KROGV/ WKHQ WKH 5LFK ,QYHVWRU LQYHVWV KLV ZHDOWK LQ EX\LQJ
EORFNV DW GDWH 4 IURP PDQ\ VPDOO LQYHVWRUV1 ,I
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WKHQ WKH HTXLW\ YDOXH RI ILUPV WKDW LVVXH VKDUHV RQO\ WR VPDOO LQYHVWRUV DW GDWH 3 LV KLJKHU
WKDQ WKH HTXLW\ YDOXH RI ILUPV WKDW KDYH DQ LQVWLWXWLRQDO GDWH 3 EORFNKROGHU HYHQ LI DOO ILUPV
LVVXH VKDUHV RQO\ WR VPDOO LQYHVWRUV VR WKDW WKH SUREDELOLW\ WKDW D SDUWLFXODU ILUP LV LQYHVWL0
JDWHG E\ WKH 5LFK ,QYHVWRU DW GDWH 4 LV DV ORZ DV SRVVLEOH/ JLYHQ WKDW WKH 5LFK ,QYHVWRU LQ0
YHVWV DOO KLV ZHDOWK LQ GDWH 4 EORFNV1 +HQFH/ QR ILUP LVVXHV VKDUHV WR D GDWH 3 EORFNKROGHU1
,I
F G / + / / ￿ ‡ ￿ ￿ ￿
4
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WKHQ WKH HTXLW\ YDOXH RI D ILUP WKDW LVVXHV VKDUHV RQO\ WR VPDOO LQYHVWRUV LV EHORZ WKH HTXLW\
YDOXH RI D ILUP ZLWK DQ LQVWLWXWLRQDO GDWH 3 EORFNKROGHU HYHQ LI WKH SUREDELOLW\ RI DQ LQYHV0
WLJDWLRQ E\ WKH 5LFK ,QYHVWRU DW GDWH 4 LV 41 +HQFH/ DOO ILUPV SUHIHU WR KDYH D GDWH 3 EORFN0
KROGHU1 &OHDUO\/ WKH 5LFK ,QYHVWRU ZLOO LQYHVW DOO KLV ZHDOWK DW GDWH 31 4(’
3URRI RI 3URSRVLWLRQ 9= ,I FRQGLWLRQ +-, GRHV QRW KROG/ WKHQ WKH 5LFK ,QYHVWRU LQYHVWV DOO
KLV ZHDOWK DW GDWH 31 +HQFH/ ILUPV REWDLQLQJ IXQGV IURP LQGLYLGXDO VPDOO LQYHVWRUV ZLOO
QHYHU EH UHVWUXFWXUHG1 7KH HTXLW\ YDOXH RI D ILUP +RU WKH SULFH DW ZKLFK WKH HQWUHSUHQHXU
FDQ VHOO D ILUP, DQG KHQFH WKH HQWUHSUHQHXU¶V SD\RII IURP VHOOLQJ D ILUP WKDW REWDLQV IXQGV
IURP LQGLYLGXDO VPDOO LQYHVWRUV LV (5 / , 6  ￿￿ ￿ +, 4 5 GG 1 7KH HQWUHSUHQHXU¶V SD\RII IURP
VHOOLQJ D ILUP WKDW REWDLQV IXQGV IURP DQ LQVWLWXWLRQDO LQYHVWRU LV JLYHQ E\=
F , G / + / 5 ( / , G U U S G G U ￿ ￿ ‡ ￿ ￿ ￿ ￿   ￿ ‘ , + ^ , 4 +
4
5 5 1 &OHDUO\/ 6 , ( ( ! EHFDXVH LW ZDV
DVVXPHG WKDW LQYHVWLJDWLRQ SD\V/ L1H1/ 1 , , + +
4
5 F G / + / ! ￿ ‡ ￿ U U U S +HQFH/ LQVWLWXWLRQDO LQYHV0
WRUV ELG KLJKHU WKDQ VPDOO LQYHVWRUV ZRXOG LQGLYLGXDOO\/ DQG DOO ILUPV KDYH D GDWH 3 EORFN0
KROGHU1 4(’
3URRI RI 3URSRVLWLRQ := ,I +---, LQ 3URSRVLWLRQ 7 LV QRW VDWLVILHG/ DOO ILUPV SUHIHU WR KDYH D
GDWH 3 EORFNKROGHU1 6ROYLQJ WKH FRQGLWLRQ WKDW +---, GRHV QRW KROG IRU / S / RQH REWDLQV WKH
FRQGLWLRQ LQ WKH 3URSRVLWLRQ/ 1 a
, +
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WKH 5LFK ,QYHVWRU SUHIHUV WR LQYHVW KLV ZHDOWK LQ GDWH 4 EORFNV1 7KHQ ILUPV PD\ ZDQW WR
KDYH QR GDWH 3 EORFNKROGHU1 ,I PRUHRYHU/ FRQGLWLRQV +--, DQG +---, DUH VDWLVILHG/ ILUPV ZLWK
DQG ZLWKRXW D GDWH 3 EORFNKROGHU FRH[LVW/ DV 3URSRVLWLRQ 7 KDV VKRZQ1 7KH XSSHU DQG ORZHU
ERXQGV / S a DQG / S DUH FDOFXODWHG IURP FRQGLWLRQ +---, DQG +--, LQ 3URSRVLWLRQ 7/ UHVSHF0
WLYHO\1 2QH REWDLQV FRH[LVWHQFH IRU78
/ / /
G / +
G / + 3 F
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a 1 )LQDOO\/ LI +-, LV VDWLVILHG DQG LQ
DGGLWLRQ / / S S d +WKDW LV/ FRQGLWLRQ +--, LV QRW VDWLVILHG,/ DOO ILUPV SUHIHU WR KDYH QR GDWH 3
EORFNKROGHU1 4(’
3URRI RI 3URSRVLWLRQ ;= ,I GG d ￿ / WKHQ +--, LV QRW VDWLVILHG1 +HQFH/ QR ILUP KDV D GDWH 3
EORFNKROGHU1+ 1RWLFH WKDW LQ +--, WKH OHIW KDQG VLGH LV VWULFWO\ GHFUHDVLQJ LQ G DQG WKH ULJKW
KDQG VLGH GRHV QRW GHSHQG RQ G 1, ,I ￿ GGG Æd/ WKH 5LFK ,QYHVWRU LQYHVWV DOO KLV ZHDOWK LQ
GDWH 4 EORFNV EHFDXVH +-, LQ 3URSRVLWLRQ 6 LV IXOILOOHG +VHH &RUROODU\ 4 RI 3URSRVLWLRQ 6 IRU
WKH GHILQLWLRQ RI G ,1 0RUHRYHU/ +--, LV VDWLVILHG DQG KHQFH VRPH ILUPV REWDLQ ILQDQFH IURP
LQVWLWXWLRQDO LQYHVWRUV DW GDWH 31 2QH FDQ GHWHUPLQH [
￿ E\ VROYLQJ
‘1 @ , + ^ , 4 +
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7KH OHIW KDQG VLGH RI WKLV HTXDWLRQ JLYHV WKH HQWUHSUHQHXU¶V GDWH 3 SD\RII IURP VHOOLQJ WKH
ILUP LI LWV RZQHUVKLS LV LQLWLDOO\ GLVSHUVHG DQG WKH PHDVXUH RI ILUPV ZLWK LQLWLDOO\ GLVSHUVHG
RZQHUVKLS LV [1 7KH ULJKW KDQG VLGH RI WKLV HTXDWLRQ JLYHV WKH HQWUHSUHQHXU¶V GDWH 3 SD\RII
IURP VHOOLQJ WKH ILUP LI LW REWDLQV IXQGLQJ IURP DQ LQVWLWXWLRQDO LQYHVWRU1 7KH [ WKDW
HTXDWHV OHIW KDQG VLGH DQG ULJKW KDQG VLGH JLYHV WKH PHDVXUH RI ILUPV KDYLQJ QR GDWH 3
EORFNKROGHU WKDW PDNHV ILUPV LQGLIIHUHQW EHWZHHQ KDYLQJ DQG QRW KDYLQJ D GDWH 3 EORFN0
KROGHU1 6ROYLQJ WKH DERYH HTXDWLRQ IRU [/ RQH REWDLQV WKH H[SUHVVLRQ
‘
‡ ￿ ￿
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Æ 31 )LQDOO\/ LI GG !/+ - ,LQ
3URSRVLWLRQ 6 LV QRW IXOILOOHG DQG KHQFH WKH 5LFK ,QYHVWRU LQYHVWV DOO KLV ZHDOWK LQ GDWH 3
EORFNV1 7KHQ/ E\ 3URSRVLWLRQ 9/ DOO ILUPV KDYH D GDWH 3 EORFNKROGHU1 4(’
3URRI RI /HPPD 9= )LUVW ZH VKRZ WKDW LW LV DQ HTXLOLEULXP IRU WKH LQVWLWXWLRQDO LQYHVWRUV
DQG WKH 5LFK ,QYHVWRU WR WUDGH EHIRUH HLWKHU RI WKHP LQYHVWLJDWHV WKH ILUPV1 7KH SULFH DW
ZKLFK WKHUH ZRXOG EH WUDGH ZRXOG EH ‡ ￿ ￿ ￿   ￿
4
5 5 , + U U U S F G / + / 3 /
,, GXH WR WKH FRP079
SHWLWLRQ DPRQJ WKH LQVWLWXWLRQDO LQYHVWRUV1 7KLV ZDV DOUHDG\ DUJXHG LQ WKH SURRI RI /HPPD
7+ DQG ZLOO DJDLQ EULHIO\ EH VKRZQ LQ WKH SURRI RI /HPPD :,1 ,I WKH LQVWLWXWLRQDO LQYHVWRU
GHYLDWHV IURP WKH SURSRVHG HTXLOLEULXP E\ LQYHVWLJDWLQJ/ KH FRXOG SRWHQWLDOO\ LQFUHDVH KLV
SD\RII E\ KROGLQJ RQ WR WKH ILUP LI KH OHDUQV
,, 3 + t U DQG VHOOLQJ LW DW WKH SULFH
,, 3 LI KH
GRHV QRW OHDUQ U RU OHDUQV
,, 3 + Æ U 1 %XW WKH 5LFK ,QYHVWRU REVHUYHV WKDW WKH LQVWLWXWLRQDO
LQYHVWRU KDV LQYHVWLJDWHG WKH ILUP DQG XQGHUVWDQGV WKDW KH ZLOO EH ZLOOLQJ WR VHOO RQO\ WKH
ILUPV IRU ZKLFK KH KDV QRW OHDUQHG U RU WKH ILUPV ZLWK
,, 3 + d U 1 %XW WKHQ/ WUDGLQJ DW
SULFH
,, 3 LV QRW SURILWDEOH IRU WKH 5LFK ,QYHVWRU1 +HQFH/ GHYLDWLQJ WR LQYHVWLJDWH WKH ILUP
EHIRUH VHOOLQJ LW OHDGV WR QR WUDGH DQG KHQFH GRHV QRW PDNH WKH LQVWLWXWLRQDO LQYHVWRU EHWWHU
RII1 1RWH DOVR WKDW WKH 5LFK ,QYHVWRU KDV QR LQFHQWLYH WR GHYLDWH IURP WKH SURSRVHG HTXL0
OLEULXP1 ,I KH LQYHVWLJDWHV WKH ILUP EHIRUH WUDGLQJ/ WKLV LV REVHUYHG E\ WKH LQVWLWXWLRQDO LQ0
YHVWRU1 7KHUH ZLOO EH QR WUDGH LI WKH 5LFK ,QYHVWRU OHDUQV WKDW
￿ Æ U U RU LI KH GRHV QRW
OHDUQ U / LQ ZKLFK FDVH KH ZLOO QRW UHVWUXFWXUH/ E\ $71 7KHUH ZLOO DOVR EH QR WUDGH LI WKH
5LFK ,QYHVWRU OHDUQV WKDW
￿ t U U 1 7KH LQVWLWXWLRQDO LQYHVWRU XQGHUVWDQGV WKDW WKH 5LFK ,Q0
YHVWRU ZLOO PDNH DQ RIIHU DERYH 5 / RQO\ LI
￿ t U U DQG WKDW WKH RIIHU ZLOO EH QRW DERYH
WKH WUXH YDOXH RI WKH ILUP/ JLYHQ U 1 7KH LQVWLWXWLRQDO LQYHVWRU FDQ JHW WKLV WUXH YDOXH E\
KROGLQJ RQ WR WKH ILUP DQG UHVWUXFWXULQJ LW1 +HQFH/ LI WKH 5LFK ,QYHVWRU GHYLDWHV E\ LQYHV0
WLJDWLQJ WKH ILUP EHIRUH WUDGLQJ/ WKHUH LV QR WUDGH DQG WKH 5LFK ,QYHVWRU PDNHV OHVV PRQH\
WKDQ ZKHQ KH VWLFNV WR KLV HTXLOLEULXP VWUDWHJ\ RI QRW LQYHVWLJDWLQJ/ LQ ZKLFK FDVH KH
PDNHV D SRVLWLYH SURILW1
1RZ ZH KDYH WR VKRZ WKDW WKHUH LV QR RWKHU HTXLOLEULXP ZLWK WUDGH1 7KHUH DUH
WKUHH RWKHU SRVVLELOLWLHV=+ 4 ,WUDGH LI WKH 5LFK ,QYHVWRU LQYHVWLJDWHV EHIRUH WUDGLQJ/ EXW WKH
LQVWLWXWLRQDO LQYHVWRUV GR QRW>+ 5 ,WUDGH LI WKH LQVWLWXWLRQDO LQYHVWRUV LQYHVWLJDWH EHIRUH
WUDGLQJ/ EXW WKH 5LFK ,QYHVWRU GRHV QRW> DQG +6, WUDGH LI ERWK WKH 5LFK ,QYHVWRU DQG WKH LQ0
VWLWXWLRQDO LQYHVWRUV LQYHVWLJDWH EHIRUH WUDGLQJ1 )LUVW FRQVLGHU FDVH +4, LQ ZKLFK WKH 5LFK
,QYHVWRU LQYHVWLJDWHV EXW WKH LQVWLWXWLRQDO LQYHVWRUV GR QRW LQYHVWLJDWH EHIRUH WUDGLQJ1 7KLV
LV QRW DQ HTXLOLEULXP1 7KH UHDVRQLQJ LV WKH VDPH DV LQ WKH SURRI RI /HPPD 7 ZKHUH LW ZDV
VKRZQ WKDW WKHUH ZDV QR HTXLOLEULXP ZLWK WUDGH LQ ZKLFK WKH 5LFK ,QYHVWRU LQYHVWLJDWHG
EHIRUH EX\LQJ EXW WKH LQVWLWXWLRQDO LQYHVWRUV GLG QRW17:
&DVH +5,= 1H[W FRQVLGHU WKH SRWHQWLDO HTXLOLEULXP LQ ZKLFK WKH 5LFK ,QYHVWRU GRHV
QRW LQYHVWLJDWH EHIRUH WUDGLQJ EXW WKH LQVWLWXWLRQDO LQYHVWRUV GR1 7KH DUJXPHQW LV WKH VDPH
DV DQ DUJXPHQW DOUHDG\ JLYHQ LQ /HPPD 7/ DV EULHIO\ IROORZV1 7KH 5LFK ,QYHVWRU ZLOO QRW
PDNH DQ RIIHU DERYH 5 / 1 ,I WKH 5LFK ,QYHVWRU PDNHV DQ RIIHU DW D SDUWLFXODU SULFH DERYH
5 / +FDOO LW
4 3 ,/ WKH LQVWLWXWLRQDO LQYHVWRU ZLOO DFFHSW RQO\ LI KH KDV OHDUQHG WKDW WKH WUXH
YDOXH RI WKH ILUP LV HTXDO WR RU ORZHU WKDQ WKH RIIHU +LQFOXGLQJ WKH FDVH ZKHQ KH KDV
OHDUQHG WKDW
￿ Æ U U ,/ RU LI KH KDV QRW OHDUQHG U 1 ,I KLV RIIHU ZDV DFFHSWHG/ WKH 5LFK ,Q0
YHVWRU ORVHV RQ WKH RYHUYDOXHG DFFHSWHG RIIHUV +IRU ZKLFK WKH LQVWLWXWLRQDO LQYHVWRU
OHDUQHG U , DQG FDQQRW JDLQ RQ WKH ILUPV IRU ZKLFK WKH LQVWLWXWLRQDO LQYHVWRU GLG QRW OHDUQ
U +E\ $7, DV D FRPSHQVDWLRQ IRU WKHVH ORVVHV1 1RWH WKDW WUDGLQJ DW D SULFH 5 / ZRXOG
SURWHFW WKH 5LFK ,QYHVWRU IURP ORVLQJ PRQH\1 +HQFH LW FRXOG SRWHQWLDOO\ EH DQ HTXLOLEULXP
IRU WKH LQVWLWXWLRQDO LQYHVWRU WR VHOO DOO ILUPV IRU ZKLFK KH GLG QRW OHDUQ U RU IRU ZKLFK KH
OHDUQHG
￿ Æ U U WR WKH 5LFK ,QYHVWRU DW WKH SULFH 5 / 1 +RZHYHU/ WKHUH DUH QR JDLQV IURP
WUDGH LQ WKLV FDVH1 +HQFH WKHUH LV QR WUDGH1 7KH UHDVRQ ZK\ WKHUH DUH QR JDLQV IURP WUDGH LV
DV IROORZV= 7KH LQVWLWXWLRQDO LQYHVWRU ZRXOG QRW JHW D KLJKHU SD\RII WKDQ ZKHQ KROGLQJ RQ
WR WKH ILUPV DQG QRW UHVWUXFWXULQJ WKHP1 0RUHRYHU/ WKH 5LFK ,QYHVWRU ZRXOG QRW JDLQ IURP
WUDGH HLWKHU VLQFH WKH ILUPV WUDGHG WR KLP ZRXOG EH ZRUWK 5 / WR KLP DV ZHOO1 7KLV LV REYL0
RXV IRU WKH ILUPV IRU ZKLFK WKH LQVWLWXWLRQDO LQYHVWRU OHDUQHG
￿ Æ U U 1 ,W LV DOVR WUXH IRU WKH
ILUPV IRU ZKLFK WKH LQVWLWXWLRQDO LQYHVWRU GLG QRW OHDUQ U 1 %\ DVVXPSWLRQ/ WKHQ WKH 5LFK
,QYHVWRU FDQQRW OHDUQ U HLWKHU LI KH DWWHPSWV WR GR VR1
&DVH +6,= )LQDOO\ FRQVLGHU WKH SRWHQWLDO HTXLOLEULXP LQ ZKLFK ERWK WKH 5LFK ,Q0
YHVWRU DQG WKH LQVWLWXWLRQDO LQYHVWRUV LQYHVWLJDWH WKH ILUPV EHIRUH WUDGLQJ1 7KLV LV QRW DQ
HTXLOLEULXP1 7KH UHDVRQLQJ LV WKH VDPH DV WKH UHDVRQLQJ LQ WKH SURRI RI /HPPD 7 ZKHUH LW
ZDV VKRZQ WKDW WKHUH ZDV QR HTXLOLEULXP ZLWK WUDGH LQ ZKLFK ERWK WKH ULFK ,QYHVWRU DQG
WKH LQVWLWXWLRQDO LQYHVWRUV LQYHVWLJDWHG WKH ILUP EHIRUH WUDGLQJ1 4(’
3URRI RI /HPPD := 7KH 5LFK ,QYHVWRU ZLOO EX\ WKH ZKROH ILUP EHFDXVH RI $81 +H ZLOO
EX\ LW DW D SULFH WKDW PDNHV WKH LQVWLWXWLRQDO LQYHVWRU LQGLIIHUHQW EHWZHHQ KROGLQJ RQ WR WKH
EORFN DQG VHOOLQJ1 ,I WKH LQVWLWXWLRQDO LQYHVWRU KROGV RQ WR WKH EORFN/ KLV SD\RII LV7;
‡ ￿ ￿ ￿ ￿
4
5 5 , + U U U S F G / + / / 1 +HQFH/ WKH SULFH LV VHW HTXDO WR WKLV/ L1H1/
‡ ￿ ￿ ￿   ￿
4
5 5 , + U U U S F G / + / 3 /
,, 1 7KH 5LFK ,QYHVWRU KDV D SD\RII RI
‡ ￿ ￿ ￿ ￿
4
5 5 , + U U U S F G / + / +SHU PHDVXUH 4 RI ILUPV, DIWHU WDNLQJ RYHU WKH ILUP/ DQG KHQFH/
QHW RI WKH SXUFKDVH SULFH 3
,, /
‡ ￿ ￿ ￿
4
5 5 , + U U U S G / + / 0 ‡ ￿ ￿ ￿
4
5 5 , + U U U S G / + / /  ￿￿ ‡ ￿ +, + + + , , , 1 SS U U U / +/ G 4 5
4 4(’
3URRI RI 3URSRVLWLRQ <= ,I WKH 5LFK ,QYHVWRU LQYHVWV DW GDWH 3/ KLV SURILW SHU GROODU LQ0
YHVWHG LV/ DFFRUGLQJ WR /HPPD 6/
1 , , 4 + + , +
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,I WKH 5LFK ,QYHVWRU
EX\V EORFNV IURP LQVWLWXWLRQDO LQYHVWRUV/ KH PDNHV SHU GROODU LQYHVWHG
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+VHH /HPPD :,1 7KH ODWWHU LV VWULFWO\
KLJKHU WKDQ WKH IRUPHU1 4(’
3URRI RI 3URSRVLWLRQ 43= ,I WKH 5LFK ,QYHVWRU EX\V WKH GDWH 4 EORFN IURP PDQ\ GLVSHUVHG
LQYHVWRUV/ KLV SURILWV SHU GROODU LQYHVWHG DUH ‡ ￿ ￿
￿ ￿
4
a , , , + + +
, a 4 +
4
U U O O U S
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F G 3 +
F 3
/ DV
ZDV DOUHDG\ FDOFXODWHG LQ 3URSRVLWLRQ 61 ,I WKH 5LFK ,QYHVWRU EX\V WKH ILUPV DW GDWH 4 IURP
LQVWLWXWLRQDO LQYHVWRUV/ WKHQ KH PDNHV +, + + , , SS U U U ￿ ‡ ￿ ￿ / +/ G
4
5 4 SHU ILUP/ DV ZDV FDO0
FXODWHG LQ /HPPD :1 +H FDQ EX\ D PHDVXUH
‡ ￿ ￿ ￿ ￿
4




KLV ZHDOWK +WKH SULFH SHU ILUP WKDW DSSHDUV LQ WKH GHQRPLQDWRU ZDV DOVR FDOFXODWHG LQ
/HPPD :,1 4(’
3URRI RI 3URSRVLWLRQ 44= 6HH WKH SURRIV RI 3URSRVLWLRQV 7/ 8/ DQG 91 7KH RQO\ DGMXVWPHQW
ZH QHHG LV VXEVWLWXWLQJ +----, IRU +-,1 4(’7<
3URRI RI 3URSRVLWLRQ 45= 6HH WKH SURRI RI 3URSRVLWLRQ :1 7KH RQO\ DGMXVWPHQW ZH QHHG LV
VXEVWLWXWLQJ +----, IRU +-,1 4(’83
$SSHQGL[ %= 3ULFH )RUPDWLRQ IRU ’DWH 4 6KDUHV :LWK /LTXLGLW\ 7UDGLQJ
7R FRPSOHWH WKH VROXWLRQ IRU WKH HTXLOLEULXP/ ZH QHHG WR DQDO\]H KRZ WKH SULFH/ 3 / LV
IRUPHG LQ WKH GDWH 4 VWRFN PDUNHW LI WKH 5LFK ,QYHVWRU DVVHPEOHV D EORFN E\ SXUFKDVLQJ
VKDUHV IURP PDQ\ VPDOO LQYHVWRUV1 7KLV VHFWLRQ SUHVHQWV DQ H[DPSOH RI D PHFKDQLVP IRU
WKH IRUPDWLRQ RI WKH SULFH RI GDWH 4 VKDUHV RI ILUPV WKDW UHFHLYHG EDG QHZV +UHIHUUHG WR
KHUHDIWHU DV ‡GDWH 4 VKDUHV·,1 $OO DVVXPSWLRQV PDGH LQ 6HFWLRQ ,, FRQWLQXH WR KROG1 7KH
EDVLF SRLQW WKDW *URVVPDQ DQG +DUW¶V +4<;3, IUHH0ULGHU SUREOHP LV DOOHYLDWHG E\ QRLVH RU
OLTXLGLW\ WUDGLQJ ZDV PDGH E\ .\OH DQG 9LOD +4<<4,1 7KH PRGHO SUHVHQWHG KHUH LV IDLUO\
VWDQGDUG DQG EXLOGV RQ *RUWRQ DQG 3HQQDFFKL +4<<3,1 )LUVW/ ZH H[WHQG WKH PRGHO RI 6HF0
WLRQ ,, WR D JHQHUDO HTXLOLEULXP PRGHO1 7KHQ/ ZH VROYH IRU WKH SULFH RI GDWH 4 VKDUHV1
$1 7KH ([WHQGHG 0RGHO
$V DERYH/ WKH HFRQRP\ KDV HQWUHSUHQHXUV2ILUPV/ VPDOO LQYHVWRUV/ DQG D VLQJOH 5LFK
,QYHVWRU1 $OO DJHQWV DUH ULVN QHXWUDO1 $OO LQYHVWRUV KDYH IXQGV/ QR SURMHFWV/ EXW KDYH D
VWRUDJH WHFKQRORJ\1 )RU VLPSOLFLW\ WKH LQWHUHVW UDWH LQ WKH HFRQRP\ LV ]HUR1 $W GDWH 3 D
VPDOO LQYHVWRU PD\ VWRUH KLV ZHDOWK RU LQYHVW LQ D ILUP¶V SURMHFW/ HLWKHU GLUHFWO\ RU YLD EH0
FRPLQJ D VKDUHKROGHU RI DQ LQVWLWXWLRQDO LQYHVWRU1 (DFK VPDOO LQYHVWRU¶V ZHDOWK Z LV VPDOO
UHODWLYH WR WKH VL]H RI DQ HQWUHSUHQHXU¶V SURMHFW/ ,= D SRVLWLYH PHDVXUH RI VPDOO LQYHVWRUV
ZKR LQYHVW DOO WKHLU ZHDOWK LV QHHGHG WR ILQDQFH D SURMHFW1
:H QRZ VSHFLI\ WKDW VPDOO LQYHVWRUV ZLOO HLWKHU EH HDUO\ FRQVXPHUV ZKR GHULYH XWLOLW\
IURP FRQVXPSWLRQ DW GDWH 4 RU ODWH FRQVXPHUV ZKR GHULYH XWLOLW\ IURP FRQVXPSWLRQ DW GDWH
51 $OO RWKHU DJHQWV GHULYH XWLOLW\ IURP FRQVXPSWLRQ DW GDWH 51 0RUH VSHFLILFDOO\/ WKHUH LV D
GRXEOH FRQWLQXXP RI VPDOO LQYHVWRUV LQ WKH VSDFH > / @ 345/ZLWK PHDVXUH 4 D Q GH D F KZ L W K
ZHDOWK Z1 7KH ZHDOWK FDQ EH LQYHVWHG RU VWRUHG IRU IXWXUH FRQVXPSWLRQ1 $W GDWH 3 VPDOO
LQYHVWRUV GR QRW NQRZ ZKHWKHU WKHLU SUHIHUHQFHV DUH IRU FRQVXPSWLRQ DW GDWH 4 RU GDWH 51
-XVW SULRU WR GDWH 4/ VPDOO LQYHVWRUV OHDUQ WKHLU SUHIHUHQFHV1 :LWK SUREDELOLW\ O D VPDOO
LQYHVWRU ZLOO GHULYH XWLOLW\ RQO\ IURP FRQVXPSWLRQ DW GDWH 4/ L1H1/ HDUO\ FRQVXPSWLRQ1 :LWK
SUREDELOLW\ 4￿ O D VPDOO LQYHVWRU ZLOO GHULYH XWLOLW\ RQO\ IURP FRQVXPSWLRQ DW GDWH 5/ L1H1/
ODWH FRQVXPSWLRQ1 (DUO\ FRQVXPHUV ZLOO VHOO DQ\ VHFXULWLHV WKH\ KROG DW GDWH 41 ,I WKH\
KDYH LQYHVWHG LQ D ILQDQFLDO LQWHUPHGLDU\ +DQ LQVWLWXWLRQDO LQYHVWRU,/ WKHQ WKH\ ZLWKGUDZ84
WKHLU IXQGV DW GDWH 4 LI WKH\ DUH HDUO\ FRQVXPHUV1 :LWK SUREDELOLW\ 4￿S ODWH FRQVXPHUV
UHFHLYH DQRWKHU HQGRZPHQW DW GDWH 41 7KLV HQGRZPHQW LV QRQVWRUDEOH1 )RU VLPSOLFLW\/ ZH
DVVXPH WKLV HQGRZPHQW LV MXVW HQRXJK WR SXUFKDVH D IUDFWLRQ O RI WKH ILUPV DW GDWH 41
4
$VVXPLQJ WKDW HDFK VPDOO LQYHVWRU KDV WKH VDPH SRUWIROLR/ WKH DERYH VFHQDULR LV RQH LQ
ZKLFK IUDFWLRQ O RI HDFK ILUP¶V VKDUHV ZLOO EH RIIHUHG IRU VDOH DW GDWH 41
)RU WKH HFRQRP\ DV D ZKROH/ ZH DVVXPH WKDW WKH DPRXQW RI DYDLODEOH UHVRXUFHV IRU
LQYHVWPHQW IURP WKH VPDOO LQYHVWRUV H[FHHGV WKH IXQGLQJ UHTXLUHPHQWV RI WKH ILUPV1 :KHQ
HDUO\ FRQVXPHUV ZLWKGUDZ IURP WKH LQVWLWXWLRQDO LQYHVWRU/ WKHUH LV RQO\ D S ￿ 4 FKDQFH WKDW
WKH ODWH FRQVXPHUV ZLOO KDYH D QHZ HQGRZPHQW WR LQYHVW LQ WKH IXQG1 ,I ODWH FRQVXPHUV GR
QRW LQYHVW PRUH LQ WKH IXQG/ WKHQ WKH HDUO\ FRQVXPHUV FDQ EH SDLG RII E\ DWWUDFWLQJ QHZ
VKDUHKROGHUV IURP WKH VPDOO DJHQWV ZKR DUH VWRULQJ WKHLU HQGRZPHQW EXW DUH LQGLIIHUHQW
EHWZHHQ VWRUDJH DQG LQYHVWPHQWV LQ D IXQG1 )LQDOO\/ ZH DVVXPH WKDW LQVWLWXWLRQDO LQYHVWRUV
VWDQG UHDG\ WR EX\ EDFN H[LVWLQJ VKDUHV/ RU LVVXH QHZ VKDUHV/ DW GDWH 41
$W GDWH 4 WKH VWRFN PDUNHW RSHQV1 $JHQWV WUDGLQJ LQ WKH VWRFN PDUNHW VXEPLW PDU0
NHW RUGHUV WR D FRPSHWLWLYH PDUNHW PDNHU WKDW VHWV WKH SULFH DIWHU REVHUYLQJ WKH DPRXQW RI
EX\ DQG VHOO RUGHUV/ EXW QRW WKH LGHQWLW\ RI WUDGHUV1 7KH PDUNHW PDNHU VHWV WKH SULFH VR WKDW
H[SHFWHG SURILWV DUH ]HUR1
7KHUH DUH SRWHQWLDOO\ WKUHH NLQGV RI WUDGHUV LQ WKH VWRFN PDUNHW= HDUO\ FRQVXPHUV ZKR
PXVW VHOO DQ\ VKDUHV WKH\ KROG WR ILQDQFH FRQVXPSWLRQ DW GDWH 4> ODWH FRQVXPHUV/ ZKR UH0
FHLYH DGGLWLRQDO HQGRZPHQW ZLWK SUREDELOLW\ 4￿S / PXVW EX\ VKDUHV VLQFH WKLV QHZ HQ0
GRZPHQW LV QRQVWRUDEOH> DQG ILQDOO\/ WKH 5LFK ,QYHVWRU ZKR PD\ EX\ VKDUHV1 :H DVVXPH
WKDW LQYHVWRUV ZKR DUH LQGLIIHUHQW EHWZHHQ WUDGLQJ DQG QRW WUDGLQJ GR QRW WUDGH1
%1 ’LVFXVVLRQ RI WKH $VVXPSWLRQV
7KH DVVXPSWLRQV DUH FOHDUO\ LQWHQGHG WR EH D VLPSOH ZD\ RI JHQHUDWLQJ XQLQIRUPHG
‡OLTXLGLW\· EX\LQJ DQG VHOOLQJ DW GDWH 41 (DUO\ FRQVXPHUV ZLOO VHOO PHDVXUH O RI HDFK
ILUP¶V VKDUHV1 7KHUH DUH WZR W\SHV RI SRWHQWLDO EX\HUV1 /DWH FRQVXPHUV PD\ DUULYH WR EX\
VKDUHV1 2U/ WKH 5LFK ,QYHVWRU PD\ DUULYH WR EX\ VKDUHV1 6LQFH WKH 5LFK ,QYHVWRU PD\ QRW
EH DEOH WR LQYHVWLJDWH HYHU\ GLVWUHVVHG ILUP DQG WKH ODWH FRQVXPHUV GR QRW DOZD\V UHFHLYH
4 2WKHUZLVH/ WKHUH FRXOG EH H[FHVV GHPDQG WKDW ZRXOG DIIHFW WKH SULFH DQG KHQFH VHYHUHO\ FRPSOLFDWH WKH
FDOFXODWLRQ RI WKH SULFH185
DQ HQGRZPHQW/ WKHUH LV D FKDQFH WKDW QR EX\ RUGHUV DUULYH1 ,I WKH 5LFK ,QYHVWRU GRHV LQYHV0
WLJDWH/ KH OHDUQV WKH ILUP¶V SURVSHFWV EXW GRHV QRW EX\ WKH VKDUHV RI ORZ TXDOLW\ ILUPV1 ,Q
ERWK FDVHV/ WKHUH DUH QR EX\ RUGHUV DQG WKH SULFH LV VHW WR 5 / VLQFH D ILUP WKDW LV QHYHU UH0
VWUXFWXUHG LV ZRUWK 5 / 1 +RZHYHU/ ZKHQ WKH 5LFK ,QYHVWRU LQYHVWLJDWHV/ WKH FKDQFH KH OHDUQV
DQ\WKLQJ LV SHUIHFWO\ QHJDWLYHO\ FRUUHODWHG ZLWK WKH ODWH FRQVXPHUV¶ FKDQFH RI UHFHLYLQJ
DGGLWLRQDO HQGRZPHQW DW GDWH 41 7KLV DVVXPSWLRQ LV SXUHO\ WR UHGXFH WKH QXPEHU RU SULFHV
WKDW ZH QHHG WR FRPSXWH WR H[DFWO\ RQH SULFH 3 1
5
&1 3ULFH )RUPDWLRQ LQ WKH ’DWH 4 6WRFN 0DUNHW
7R GHWHUPLQH WKH 5LFK ,QYHVWRU¶V RSWLPDO WUDGLQJ VWUDWHJ\/ ZH PXVW GHWHUPLQH WKH
SULFH DW ZKLFK KH FDQ EX\ GDWH 4 VKDUHV1 7KH SULFH LV VHW E\ WKH FRPSHWLWLYH PDUNHW PDNHU
DQG LV D IXQFWLRQ RI WKH 5LFK ,QYHVWRU¶V HTXLOLEULXP WUDGLQJ VWUDWHJ\/ L1H1/ WKH TXDOLW\ RI
ILUPV ZKLFK WKH 5LFK ,QYHVWRU ZLOO EX\/ UU t a / RQFH KH KDV LQYHVWLJDWHG D PHDVXUH RI WKH
GLVWUHVVHG ILUPV1 2I FRXUVH/ LI +-, +VHH 3URSRVLWLRQ 6, GRHV QRW KROG/ WKH 5LFK ,QYHVWRU
EHFRPHV D GDWH 3 EORFNKROGHU DQG WKH PDUNHW PDNHU VHWV D SULFH RI /51
3URSRVLWLRQ %4= +’DWH 4 3ULFH )RUPDWLRQ :LWK /LTXLGLW\ 7UDGLQJ, 6XSSRVH FRQGLWLRQ
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- [ LV WKH PHDVXUH RI ILUPV LVVXLQJ VKDUHV WR PDQ\
VPDOO LQYHVWRUV LQ HTXLOLEULXP +VHH 3URSRVLWLRQ ;,1
5 ,I WKHUH ZHUH VLWXDWLRQV LQ ZKLFK WKH 5LFK ,QYHVWRU OHDUQHG U DQG ZDQWHG WR EX\ D EORFN LQ D ILUP DQG DW
WKH VDPH WLPH ODWH FRQVXPHUV UHFHLYHG D QRQVWRUDEOH DGGLWLRQDO HQGRZPHQW/ ZH ZRXOG KDYH WR FDOFXODWH
DQRWKHU SULFH VLQFH QRZ WKH PDUNHWPDNHU FRXOG UHFHLYH WZR RUGHUV VLPXOWDQHRXVO\186
3URRI= 6HH 6HFWLRQ ’/ EHORZ1
&OHDUO\/ 3/ t 5/ ZKLFK ZH DVVXPHG ZRXOG EH D IHDWXUH RI WKH HTXLOLEULXP SULFH LQ
WKH PDLQ WH[W1 ,W LV DOVR DSSDUHQW WKDW 3/ ! 5LI S ! 3 DQG KHQFH WKHUH LV VRPH FKDQFH WKDW
WKH LQIRUPHG 5LFK ,QYHVWRU LV D VWRFN SXUFKDVHU DW GDWH 41 7KLV IRUPDOL]HV WKH LGHD WKDW LW LV
FRVWO\ WR DFTXLUH D SRVLWLRQ DIWHU EDG QHZV KDV DUULYHG/ QHZV WKDW LQGLFDWHV WKH QHHG IRU
UHVWUXFWXULQJ1 ,Q WKLV OLTXLGLW\ WUDGLQJ PRGHO/ WKH SULFH RI GDWH 4 VKDUHV SDUWLDOO\ UHYHDOV WKH
YDOXH JHQHUDWLRQ E\ WKH 5LFK ,QYHVWRU¶V PRQLWRULQJ DFWLYLW\1 ,Q FRQWUDVW WR *URVVPDQ DQG
+DUW +4<;3,/ WKH 5LFK ,QYHVWRU VWLOO KDV DQ LQFHQWLYH WR PRQLWRU EHFDXVH KH NHHSV VRPH RI
WKH VXUSOXV JHQHUDWHG E\ KLV PRQLWRULQJ DFWLYLW\ EHFDXVH RI WKH SUHVHQFH RI OLTXLGLW\ WUDG0
HUV1 7KLV LV HVVHQWLDOO\ WKH SRLQW PDGH E\ .\OH DQG 9LOD +4<<4,1
1RZ ZH FDQ YHULI\ WKDW LQ WKH LPSRUWDQW SDUDPHWHU UHJLRQV/ DVVXPSWLRQ $;+ ZKLFK LV
RI UHOHYDQFH RQO\ IRU WKH SURRI RI &RUROODU\ 4 WR 3URSRVLWLRQ 6, LV IXOILOOHG LQ WKH FRQFUHWH
SULFH IRUPDWLRQ PHFKDQLVP WKDW ZH KDYH GHPRQVWUDWHG LQ WKLV VHFWLRQ1




  3 KROGV1
3URRI= 6HH 6HFWLRQ ’/ EHORZ1
:H KDYH JLYHQ RQO\ RQH H[DPSOH RI SULFH IRUPDWLRQ1 7KHUH DUH RWKHU SRVVLEOH VFH0
QDULRV LQ ZKLFK WKH GDWH 4 VKDUH SULFH LV VHW VXFK WKDW WKH 5LFK ,QYHVWRU UHWDLQV VRPH LQFHQ0
WLYH WR PRQLWRU1 %XW KLV LQFHQWLYH WR PRQLWRU LV UHGXFHG DV FRPSDUHG WR WKH FDVH LQ ZKLFK
KH GRHV QRW KDYH WR VKDUH WKH VXUSOXV JHQHUDWHG E\ KLV PRQLWRULQJ DFWLYLW\1 2QH H[DPSOH
ZRXOG EH D EDUJDLQLQJ HQYLURQPHQW LQ ZKLFK WKH 5LFK ,QYHVWRU DQG H[LVWLQJ GDWH 4 VKDUH0
KROGHUV ZRXOG VSOLW WKLV VXUSOXV1 7KH VSHFLILFV RI WKH SULFH IRUPDWLRQ PHFKDQLVP GHWHU0
PLQH WKH H[WHQW WR ZKLFK WKH 5LFK ,QYHVWRU LV DEOH WR EHQHILW IURP KLV PRQLWRULQJ DFWLYLW\
DQG KHQFH KLV LQFHQWLYHV WR PRQLWRU1 +RZHYHU/ WKH UHVXOWV RI WKLV SDSHU GR QRW GHSHQG RQ
WKH VSHFLILFV RI WKH SULFH IRUPDWLRQ PHFKDQLVP1 5DWKHU/ LW LV UHTXLUHG WKDW WKH *URVVPDQ
DQG +DUW +4<;3, IUHH0ULGHU SUREOHP LV QRW IXOO\ SUHVHQW187
’1 3URRIV
3URRI RI 3URSRVLWLRQ %4= (TXDWLRQ +4, GHVFULEHV WKH SULFH WKDW \LHOGV ]HUR H[SHFWHG SURILWV
IRU WKH PDUNHW PDNHU1 2EVHUYLQJ D EX\ RUGHU IRU D IUDFWLRQ O RI VKDUHV/ WKH PDUNHW PDNHU
NQRZV WKDW WKLV EX\ RUGHU FRXOG FRPH IURP HLWKHU ODWH FRQVXPHUV RU WKH 5LFK ,QYHVWRU1
/DWH FRQVXPHUV UHFHLYH DQ DGGLWLRQDO HQGRZPHQW ZLWK SUREDELOLW\ 4￿S 1 7KH 5LFK ,Q0
YHVWRU EHFRPHV LQIRUPHG ZLWK SUREDELOLW\ S 1 +H LQYHVWLJDWHV D IUDFWLRQ
a P
G[
￿ RI DOO GLV0
WUHVVHG ILUPV DQG/ LI KH OHDUQV U/ DFTXLUHV D EORFN LI DQG RQO\ LI UU t a 1 +HQFH/ WKH FRQGL0




















1 ,I WKH EX\ RUGHU FRPHV IURP WKH 5LFK ,QYHVWRU/ WKH ILUP¶V H[SHFWHG
YDOXH/ JLYHQ WKDW WKH 5LFK ,QYHVWRU ZLOO UHVWUXFWXUH/ LV UO
U
U




KDQG/ LI WKH EX\ RUGHU FRPHV IURP WKH ODWH FRQVXPHUV/ WKHUH ZLOO EH QR UHVWUXFWXULQJ DQG
KHQFH WKH ILUP LV ZRUWK /51 (TXDWLRQ +5, VWHPV IURP WKH ILUVW0RUGHU FRQGLWLRQ RI WKH 5LFK
,QYHVWRU¶V SUREOHP +VHH 6HFWLRQ ,,,1&,
61 4(’
3URRI RI /HPPD %4= $V ORQJ DV +--, LV VDWLVILHG/ QRW DOO ILUPV ZLOO KDYH DQ LQLWLDOO\ GLV0
SHUVHG RZQHUVKLS +VHH 3URSRVLWLRQV 7 DQG 8,1 ,I ILUPV ZLWK DQG ZLWKRXW D GDWH 3 EORFN0
KROGHU FRH[LVW/ [
￿   G[ ZKHUH [ GRHV QRW GHSHQG RQ G / EHFDXVH
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‡ ￿ ￿
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  31 1RWLFH
WKDW LI DOO ILUPV KDYH D GDWH 3 EORFNKROGHU +[
￿   3,/ WKH GDWH 4 SULFH LV /5 DQG KHQFH GRHV
QRW GHSHQG RQ G EHFDXVH WKH 5LFK ,QYHVWRU LQYHVWV DOO KLV ZHDOWK DW GDWH 3 DQG KHQFH QR0
ERG\ DFTXLUHV D EORFN DW GDWH 41 4(’
6 +HUH LW LV DVVXPHG WKDW WKH 5LFK ,QYHVWRU¶V SUREOHP LV D TXDVLFRQFDYH SURJUDP188
5HIHUHQFHV
$GPDWL/ $QDW/ 3DXO 3IOHLGHUHU/ DQG -RVHI =HFKQHU +4<<7,/ ‡/DUJH 6KDUHKROGHU $FWLYLVP/
5LVN 6KDULQJ/ DQG )LQDQFLDO 0DUNHWV (TXLOLEULXP/· -RXUQDO RI 3ROLWLFDO (FRQRP\/
435= 43<:044631
$JKLRQ/ 3KLOOLSH/ DQG 3DWULFN %ROWRQ +4<<5,/ ‡$Q ,QFRPSOHWH &RQWUDFW $SSURDFK WR %DQN0
UXSWF\ DQG WKH )LQDQFLDO 6WUXFWXUH RI WKH )LUP/· 5HYLHZ RI (FRQRPLF 6WXGLHV 8<= 7:60
7<71
$NHUORI/ *HRUJH $1 +4<:3,/ ‡7KH 0DUNHW )RU ￿/HPRQV¶= 4XDOLW\ 8QFHUWDLQW\ DQG WKH 0DU0
NHW 0HFKDQLVP/· 4XDUWHUO\ -RXUQDO RI (FRQRPLFV ;7+6,= 7;;08331
%DUFOD\/ 0LFKDHO DQG &OLIIRUG +ROGHUQHVV +4<<4,/ ‡1HJRWLDWHG %ORFN 7UDGHV DQG &RUSR0
UDWH &RQWURO/· -RXUQDO RI )LQDQFH 74+6,= ;940;:;1
%DUFOD\/ 0LFKDHO DQG &OLIIRUG +ROGHUQHVV +4<;<,/ ‡3ULYDWH %HQHILWV )URP &RQWURO RI
3XEOLF &RUSRUDWLRQV/· -RXUQDO RI )LQDQFLDO (FRQRPLFV 58= 6:406<81
%HWKHO/ -HQQLIHU/ -XOLD /LHEHVNLQG/ DQG 7LP 2SOHU +4<<;,/ ‡%ORFN 6KDUH 3XUFKDVHV DQG
&RUSRUDWH 3HUIRUPDQFH/· -RXUQDO RI )LQDQFH 86= 93809671
%HUOH/ $GROI $1/ DQG *DUGLQHU &1 0HDQV +4<65,/ 7KH 0RGHUQ &RUSRUDWLRQ DQG 3ULYDWH
3URSHUW\ +1HZ <RUN= 0DFPLOODQ,1
%ODFN/ %HUQDUG 61 +4<<5D,/ ‡$JHQWV :DWFKLQJ $JHQWV= 7KH 3URPLVH RI ,QVWLWXWLRQDO ,QYHV0
WRU 9RLFH/· 8&/$ /DZ 5HYLHZ 6<+7,= ;440;<61
%ODFN/ %HUQDUG 61 +4<<5E,/ ‡7KH 9DOXH RI ,QVWLWXWLRQDO ,QYHVWRU 0RQLWRULQJ= 7KH (PSLULFDO
(YLGHQFH/· 8&/$ /DZ 5HYLHZ 6<+7,= ;<80<6<1
%ODFN/ %HUQDUG 61/ DQG -RKQ &1 &RIIHH/ -U1+4<<7,/ ‡+DLO %ULWDQQLD"= ,QVWLWXWLRQDO ,QYHVWRU
%HKDYLRU 8QGHU /LPLWHG 5HJXODWLRQ/· 0LFKLJDQ /DZ 5HYLHZ <5+:,= 4<<:053;:1
%RHKPHU/ (NNHKDUW +4<<;,/ ‡%XVLQHVV *URXSV/ %DQN &RQWURO/ DQG /DUJH 6KDUHKROGHUV= $Q
$QDO\VLV RI *HUPDQ 7DNHRYHUV/· PLPHR1
%ROWRQ/ 3DWULFN/ DQG (UQVW0/XGZLJ YRQ 7KDGGHQ +4<<;,/ ‡%ORFNV/ /LTXLGLW\/ DQG &RUSRUDWH
&RQWURO/· -RXUQDO RI )LQDQFH 86+4,= 40581
%RRW/ $UQRXG :1$1 +4<<5,/ ‡:K\ +DQJ 2Q 7R /RVHUV" ’LYHVWLWXUHV $QG 7DNHRYHUV/·
-RXUQDO RI )LQDQFH 7:= 473404757189
%ULFNOH\/ -DPHV $1/ 5RQDOG &1 /HDVH/ DQG &OLIIRUG :1 6PLWK +4<;;,/ ‡2ZQHUVKLS 6WUXFWXUH
D Q G9 R W L Q JR Q$ Q W L 0 WDNHRYHU $PHQGPHQWV/· -RXUQDO RI )LQDQFLDO (FRQRPLFV 53 +425,=
59:05<41
&DUOHWRQ/ :LOODUG 71/ -DPHV 01 1HOVRQ/ DQG 0LFKDHO 61 :HLVEDFK +4<<;,/ ‡7KH ,QIOXHQFH
RI ,QVWLWXWLRQV RQ &RUSRUDWH *RYHUQDQFH 7KURXJK 3ULYDWH 1HJRWLDWLRQV= (YLGHQFH IURP
7,$$0&5()/· PLPHR1
&KHPPDQXU/ 7KRPDV/ DQG 3DROR )XOJKLHUL +4<<7,/ ‡5HSXWDWLRQ/ 5HQHJRWLDWLRQ/ DQG WKH
&KRLFH %HWZHHQ %DQN /RDQV DQG 3XEOLFO\ 7UDGHG ’HEW/· 5HYLHZ RI )LQDQFLDO 6WXGLHV/
7:808391
&RIIHH/ -RKQ &1/ -U1 +4<<4,/ ‡/LTXLGLW\ YHUVXV &RQWURO= 7KH ,QVWLWXWLRQDO ,QYHVWRU $V &RU0
SRUDWH 0RQLWRU/· &ROXPELD /DZ 5HYLHZ <4= 45::0469;1
’HPVHW]/ +DUROG +4<;6,/ ‡7KH 6WUXFWXUH RI 2ZQHUVKLS DQG WKH 7KHRU\ RI WKH )LUP/· -RXU0
QDO RI /DZ DQG (FRQRPLFV 49= 6:806<31
’HPVHW]/ +DUROG/ DQG .HQQHWK /HKQ +4<;8,/ ‡7KH 6WUXFWXUH RI &RUSRUDWH 2ZQHUVKLS=
&DXVHV DQG &RQVHTXHQFHV/· -RXUQDO RI 3ROLWLFDO (FRQRP\ <6= 4488044::1
’HZDWULSRQW/ 0DWKLDV/ DQG -HDQ 7LUROH +4<<7,/ ‡$ 7KHRU\ RI ’HEW DQG (TXLW\= ’LYHUVLW\
RI 6HFXULWLHV DQG 0DQDJHU06KDUHKROGHU &RQJUXHQFH/· 4XDUWHUO\ -RXUQDO RI (FR0
QRPLFV &,;= 435:043871
’LDPRQG/ ’RXJODV +4<;7,/ ‡)LQDQFLDO ,QWHUPHGLDWLRQ DQG ’HOHJDWHG 0RQLWRULQJ/· 5HYLHZ
RI (FRQRPLF 6WXGLHV/ 6<607471
(GZDUGV/ -HUHP\ DQG .ODXV )LVFKHU +4<<7,/ %DQNV/ )LQDQFH DQG ,QYHVWPHQW LQ *HUPDQ\
+&DPEULGJH 8QLYHUVLW\ 3UHVV,1
)HOGPDQ/ 0/ DQG &1 *LOOHV +4<;8,/ ‡$Q ([SRVLWRU\ 1RWH RQ ,QGLYLGXDO 5LVN ZLWKRXW $J0
JUHJDWH 8QFHUWDLQW\/· -RXUQDO RI (FRQRPLF 7KHRU\ 68= 590651
)UDQNV/ -XOLDQ DQG &ROLQ 0D\HU +4<<;,/ ‡2ZQHUVKLS DQG &RQWURO RI *HUPDQ &RUSRUD0
WLRQV/· ZRUNLQJ SDSHU1
*RUWRQ/ *DU\ DQG )UDQN 6FKPLG +4<<;,/ ‡8QLYHUVDO %DQNLQJ DQG WKH 3HUIRUPDQFH RI
*HUPDQ )LUPV/· ZRUNLQJ SDSHU1
*RUWRQ/ *DU\/ DQG *HRUJH 3HQQDFFKL +4<<3,/ ‡)LQDQFLDO ,QWHUPHGLDWLRQ DQG /LTXLGLW\
&UHDWLRQ/· -RXUQDO RI )LQDQFH 78+4,= 7<0:41
*URVVPDQ/ 6DQIRUG/ DQG 2OLYHU +DUW +4<;3,/ ‡7DNHRYHU %LGV/ WKH )UHH05LGHU 3UREOHP/ DQG
WKH 7KHRU\ RI WKH &RUSRUDWLRQ/· %HOO -RXUQDO RI (FRQRPLFV/ 7509718:
*UXQGIHVW/ -RVHSK +4<<3,/ ‡6XERUGLQDWLRQ RI $PHULFDQ &DSLWDO/· -RXUQDO RI )LQDQFLDO
(FRQRPLFV 5: +4,/ 6HSWHPEHU 4<<3/ ;<04431
+ROGHUQHVV/ &OLIIRUG */ DQG ’HQQLV 31 6KHHKDQ +4<;8,/ ‡5DLGHUV RU 6DYLRUV" 7KH (YL0
GHQFH RQ 6L[ &RQWURYHUVLDO ,QYHVWRUV/· -RXUQDO RI )LQDQFLDO (FRQRPLFV 47= 88808:<1
+ROGHUQHVV/ &OLIIRUG DQG ’HQQLV 6KHHKDQ +4<;;,/ %7KH 5ROH RI 0DMRULW\ 6KDUHKROGHUV LQ
3XEOLFO\ +HOG &RUSRUDWLRQV/% -RXUQDO RI )LQDQFLDO (FRQRPLFV 53/ 64:06791
+ROPVWURP/ %HQJW/ DQG -HDQ 7LUROH +4<<6,/ ‡0DUNHW /LTXLGLW\ DQG 3HUIRUPDQFH 0RQLWRU0
LQJ/· -RXUQDO RI 3ROLWLFDO (FRQRP\ 434= 9:;0:3<1
+RWFKNLVV/ (GLWK 61/ DQG 5REHUW 01 0RRUDGLDQ +4<<:,/ ‡9XOWXUH ,QYHVWRUV DQG WKH 0DUNHW
IRU &RQWURO RI ’LVWUHVVHG )LUPV/· -RXUQDO RI )LQDQFLDO (FRQRPLFV/ YRO1 76= 73407651
-HQVHQ/ 0LFKDHO &1 +4<;9,/ ‡7KH $JHQF\ &RVWV RI )UHH &DVK )ORZ/ &RUSRUDWH )LQDQFH/ DQG
7DNHRYHUV/· $PHULFDQ (FRQRPLF 5HYLHZ :9= 656065<1
-HQVHQ/ 0LFKDHO &1 +4<;<,/ ‡(FOLSVH RI WKH 3XEOLF &RUSRUDWLRQ/· +DUYDUG %XVLQHVV 5HYLHZ
9:= 930:31
-HQVHQ/ 0LFKDHO &1/ DQG 5LFKDUG 61 5XEDFN +4<;6,/ ‡7KH 0DUNHW IRU &RUSRUDWH &RQWURO=
7KH 6FLHQWLILF (YLGHQFH/· -RXUQDO RI )LQDQFLDO (FRQRPLFV 44+407,= 80831
-XGG/ .HQQHWK /1 +4<;8,/ ‡7KH /DZ RI /DUJH 1XPEHUV ZLWK D &RQWLQXXP RI ,,’ 5DQGRP
9DULDEOHV/· -RXUQDO RI (FRQRPLF 7KHRU\ 68= 4<0581
.DKQ/ &KDUOHV/ DQG $QGUHZ :LQWRQ +4<<;,/ ‡2ZQHUVKLS 6WUXFWXUH/ 6SHFXODWLRQ/ DQG
6KDUHKROGHU ,QWHUYHQWLRQ/· -RXUQDO RI )LQDQFH 86+4,= <<045<1
.\OH/ $OEHUW 61/ DQG -HDQ0/XF 9LOD +4<<4,/ ‡1RLVH 7UDGLQJ DQG 7DNHRYHUV/· 5DQG -RXUQDO
RI (FRQRPLFV/ 870:41
/D 3RUWD/ 5DIDHO/ )ORUHQFLR /RSH]0GH06LODQHV/ DQG $QGUHL 6KOHLIHU +4<<<,/ ‡&RUSRUDWH
2ZQHUVKLS $URXQG WKH :RUOG/· -RXUQDO RI )LQDQFH 87+5,= 7:4084:1
0DXJ/ (UQVW +4<<;,/ ‡/DUJH 6KDUHKROGHUV DV 0RQLWRUV= , V7 K H U HD7 U D G H 0 RII EHWZHHQ /L0
TXLGLW\ DQG &RQWURO"/· -RXUQDO RI )LQDQFH 86+4,= 980<;1
6KOHLIHU/ $QGUHL/ DQG 5REHUW :1 9LVKQ\ +4<;9,/ ‡/DUJH 6KDUHKROGHUV DQG &RUSRUDWH &RQ0
WURO/· -RXUQDO RI 3ROLWLFDO (FRQRP\/ 79407;;1
6KOHLIHU/ $QGUHL/ DQG 5REHUW :1 9LVKQ\ +4<;<,/ ‡0DQDJHPHQW (QWUHQFKPHQW= 7KH &DVH RI
0DQDJHU06SHFLILF ,QYHVWPHQWV/· -RXUQDO RI )LQDQFLDO (FRQRPLFV 58= 456046<18;
6KOHLIHU/ $QGUHL/ DQG 5REHUW :1 9LVKQ\ +4<<3,/ ‡7KH 7DNHRYHU :DYH RI WKH 4<;3V/· 6FL0
HQFH 57<= :780:7<1
6KOHLIHU/ $QGUHL/ DQG 5REHUW :1 9LVKQ\ +4<<:,/ ‡$ 6XUYH\ RI &RUSRUDWH *RYHUQDQFH/·
-RXUQDO RI )LQDQFH 85= :6:0:;61
:HLVEDFK/ 0LFKDHO +4<<7,/ ‡&(2 7XUQRYHU DQG WKH )LUP¶V ,QYHVWPHQW ’HFLVLRQV/· -RXU0
QDO RI )LQDQFLDO (FRQRPLFV 6:= 48<04;;1
=ZLHEHO/ -HIIUH\ +4<<8,/ ‡%ORFN ,QYHVWPHQW DQG 3DUWLDO %HQHILWV RI &RUSRUDWH &RQWURO/·
5HYLHZ RI (FRQRPLF 6WXGLHV 95= 49404;818<
)LJXUH 4= 7KH 6HTXHQFH RI (YHQWV
’DWH 3
)LUPV DXFWLRQ RII HTXLW\ VKDUHV
2ZQHUVKLS VWUXFWXUH GHWHUPLQHG DQG NQRZQ
’DWH 4
)LUPV UHFHLYH JRRG QHZV RU EDG QHZV
%ORFNKROGHUV SURGXFH LQIRUPDWLRQ




)LJXUH 5= &RH[LVWHQFH RI )LUPV :LWK DQG :LWKRXW
’DWH 3 %ORFNKROGHU
(TXLW\
9DOXH
0HDVXUHRI
ILUPVREWDLQLQJ
IXQGVIURPLQGLYLGXDO
VPDOOLQYHVWRUV
HTXLW\YDOXHRI
ILUPREWDLQLQJIXQGV
IURPLQVWLWXWLRQDOLQYHVWRU
HTXLW\YDOXHRI
ILUPREWDLQLQJIXQGV
IURPLQGLYLGXDO
VPDOOLQYHVWRUV
[￿
a P
G